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Record of Policy Actions
of the Board of Governors

Regulation A accounts at depository institutions to
Extensions of Credit by which a lower reserve requirement
Federal Reserve Banks applies and to increase the amount of

reservable liabilities that is exempt
July 20, 1999—Amendments from reserve requirements for 2000,

Fffective for the reserve computation
eriod beginning November 30, 1999,
or institutions reporting weekly.

The Board amended Regulation A t
create a Century Date Change Speci
Liquidity Facility, a program for lend-
ing to depository institutions from Octo-

ber 1, 1999, through April 7, 2000. Votes for this action: Messrs. Greenspan,

Kelley, Meyer, Ferguson, and Gramli¢h.

Votes for this action: Messrs. Greenspan,

Kelley, Meyer, Ferguson, and Gramli¢h. Under the Monetary Control Act of

1980, depository institutions, Edge Act
The Board established the facility toCorporations, agreement corporations,
help ensure that depository institution@nd U.S. agencies and branches of for-
have adequate liquidity to meet anyign banks are subject to reserve
unusual demands in the period arouné€duirements set by the Board. The act
the century date change. The intereglirects the Board to adjust annually the
rate charged on loans from the speciddmount subject to the lower reserve
facility is 150 basis points higher thanf€quirement to reflect changes in net
the Federal Open Market Committee's§ransaction accounts at depository insti-
targeted federal funds rate. Although thdutions. Recent declines in net transac-
collateral requirements are the same dion accounts warranted a decrease to
for regular discount window loans, thereb44.3 million, and the Board amended
are no restrictions on the use and durdXegulation D accordingly. _
tion of loans from the special facility ~The Garn-St Germain Depository
while it is in operation, and borrowers Institutions Act of 1982 gstabhshes a
are not required to seek funds elsewher€er0 percent reserve requirement on the
first. first $2 million of an institution’s reserv-
able liabilities. The act also provides for
annual adjustments to that exemption

Regulation D amount based on increases in reserv-
Reserve Requirements able liabilities at depository institutions.
of Depository Institutions Recent growth in reservable liabilities

arranted an increase in the amount
September 27, 1999_Amendmenté(,avxempted from reserve requirements to
The Board amended Regulation D tds5 million, and the Board amended
decrease the amount of net transactioRegulation D accordingly.

Note. In voting records throughout this chap- 1. Throughout this chapter, note 1 indicates that
ter, Board members, except the Chairman antvo vacancies existed on the Board when the
Vice Chairman, are listed in order of seniority.  action was taken.
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For institutions reporting weekly, lishing Year 2000 Standards for Safety
the amendments are effective with thend Soundness for insured depository
reserve computation period beginningnstitutions that had been approved by
November 30, 1999, and the correthe agencies as interim guidelines, effec-
sponding reserve maintenance periotve October 15, 1998. The guidelines
beginning December 30, 1999. For instiaddress project planning, renovation,
tutions reporting quarterly, the amend+testing, contingency planning, the role
ments are effective with the reserveof management, risk assessment, and
computation period beginning Decem-essential steps in each phase of Year
ber 21, 1999, and the correspondin@000 readiness. The final guidelines
reserve maintenance period beginningnake clarifying changes to the interim
January 20, 2000. guidelines.

To reduce the reporting burden on
small institutions, depository institutions
having total deposits below specifie
levels are required to report their depos P :
its and reservable liabilities quarterly or::\r,]ggéuregnss 'Qtég]e Federal
less frequently, while larger institutions y
must report weekly. To reflect increases
in the growth rate of total deposits atRegulation K
all depository institutions, the BoardInternational Banking Operations
increased the deposit cutoff levels used
in determining the frequency and deta”ReguIation v

of depository reporting to $84.5 million Bank Holding Companies and

for nonexempt depository institutions ;
and to $54.3 million for exempt deposi-Change in Bank Control

tory institutions, beginning in SeptemberMarCh 23 1999—Termination

egulation H
Membership of State Banking

2000. of Proposed Rulemaking

The Board withdrew a proposed rule
Regulation H that would have required the domestic
Membership of State Banking and foreign banking organizations it
Institutions in the Federal supervises to develop and maintain
Reserve System “Know Your Customer” programs.
October 21, 1999—Year 2000 Votes for this action: Mr. Greenspan,

Standards for Safety and SoundnessMs. Rivlin, and Messrs. Kelley, Meyer,
Ferguson, and Gramlich.

The Board made final the interim guide-
lines establishing Year 2000 standards In December 1998, the Board and the
for insured depository institutions, effec-other federal banking and thrift agencies
tive November 29, 1999. requested comment on substantially
similar “Know Your Customer” rules
Votes for this action: Messrs. Greenspanthat would have required domestic and
Ferguson, Kelley, Meyer, and Gramlieh. foreign depository institutions to de-

The Board, jointly with the other fed- 2. Throughout this chapter, note 2 indicates that

Qral banking and thrift a.gen_Ciesa Made@ne vacancy existed on the Board when the action
final the Interagency Guidelines Estabwas taken.
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velop policies and procedures designethternal models by eliminating the cal-
to identify customers and their normalculation of a standard specific risk capi-
and expected transactions, to monitotal charge.

account activity, and to use this informa-

tion to identify and report suspiciousFebruary 24, 1999—Amendments

transactions. The Board and the Othef‘he Board amended Regulation H to

agencies withdrew the proposal on th? ; . ;
. . evise the risk-based and leverage capi-
basis of an analysis of the comment§a| standards for banks to make the capi-

received. tal treatment for certain transactions
. more consistent among the federal bank-
Regulation H _ ing and thrift agencies and amended
Membership of State Banking Regulation Y to apply the same stan-
Institutions in the Federal dards to bank holding companies, effec-
Reserve System tive April 1, 1999.
Regulation Y Votes for this action: Mr. Greenspan,
Bank Holding Companies and Ms. Rivlin, and Messrs. Kelley, Meyer,

Change in Bank Control Ferguson, and Gramlich.

The amendments, adopted by the
February 17, 1999—Amendment  goarg jointly with the other federal

The Board made final an interim rulebanking and thrift agencies, revise the
amending Regulations H and Y to refisk-based and leverage capital stan-
duce regulatory burden on certain bankdards for state member banks, consis-
ing organizations having significanttent with provisions of the Riegle Com-
trading activities under the risk-basednunity Development and Regulatory

capital standards, effective July 1, 1999!mprovement Act of 1994. The amend-
ments conform the risk-based capital

Votes for this action: Mr. Greenspan,treatments among the agencies for cer-
Ms. Rivlin, and Messrs. Kelley, Meyer, tain construction and real estate loans
Ferguson, and Gramlich. and investments in mutual funds, and
f simplify and make uniform the agen-

The Board, jointly with the Office o cies’ tier 1 leverage capital standards.

the Comptroller of the Currency and th .
Federal Deposit Insurance CorporatioreiThe amendments to Regulation Y apply

made final an interim rule adopted inthe same revisions to the risk-based
December 1997 by amending the riskCaPital standards for bank holding
based capital standards for market riskOMPanies.

applicable to certain banks and ban .
PRl ' ° l{:{egulatlon K

holding companies that have significan nternational Banking Operations

trading activities. If an institution’s in-
ternal model adequately measures spe-

cific risk, the amendment eliminates thi/lay 17, 1999—Amendment
requirement that when using an internalhe Board approved an amendment
model, the total capital charges for speto Regulation K that makes final an
cific risk must equal at least 50 per-interim rule extending the examination-
cent of the standard specific risk capitafrequency cycle for certain U.S.
charge. The rule reduces regulatory burbranches and agencies of foreign banks,
den for institutions having qualifying effective October 22, 1999.
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Votes for this action: Mr. Greenspan,ing organizations having total assets
Ms. Rivlin, and Messrs. Kelley, Meyer, exceeding $2.5 billion and $1.5 billion

Ferguson, and Gramlich. respectively; (2) permanently exempted
The amendment. which was issue management officials whose service
- . 7 %egan before November 10, 1978; and
jointly with the Office of the Comptrol- I(3) authorized exemptions from  the

ler of the Currency and the I:fader"’llnterlocks Act by regulation if the inter-
Deposit Insurance Corporation, imple-

ments brovisions of the EconomicIocking service would not result in a
Growth pand Requlatory  Pa erworkmonOpOIy or substantially lessen com-
Reduction Act flgggﬁ bym kiFr)1 UsS petition. The Board, jointly with the

eduction Act 0 /o by MaKINg 5. ipar federal banking and thrift agen-
branches and agencies of foreign bankg, o, chded its management inter-
having assets of $250 million or less '

eligible for an eighteen-month examina-lOCkS rules to comply with the new

tion cycle rather than a tWeIVe_momhstatutory provisions and to make other

. e ..~ . changes to simplify compliance with the
cycle if .they meet the qualifying criteria rule’s requirements.
set out in the rule.

Regulation L

Management Official Interlocks ~ Regulation CC

Availability of Funds

September 7, 1999—Amendments 2nd Collection of Checks

The Board amended Regulation L t9\iarch 17. 1999—Amendment
conform with recent statutory changes '

and to simplify compliance with the The Board amended Regulation CC to
rule’s requirements, effective January lallow banks that consummate a merger
2000. on or after July 1, 1998, and before
Votes for this action: M G March 1, 2000, to treat themselves as
otes for this action: Messrs. Lreenspangenarate banks for purposes of the regu-
Kelley, Meyer, Ferguson, and Gramliéh. Iati%n until March 1F,) 2801, in order tg
provide them greater time to implement

Regulation L implements the Depos'_software changes related to the merger.

tory Institution Management Interlocks
Act by pro_hlbltlr_]g management pfflClaIs Votes for this action: Mr. Greenspan,
from serving simultaneously with two s, Riviin, and Messrs. Kelley, Meyer,
unaffiliated depository institutions or Ferguson, and Gramlich.

their holding companies based on the

depository organizations’ asset size and Under the amendment, banks that
the location of their offices. The Eco-consummate a merger within the speci-
nomic Growth and Regulatory Paper{ied time period will be treated as sepa-
work Reduction Act of 1996 amendedrate banks until March 1, 2001. The
three principal provisions of the Inter-amendment is designed to provide relief
locks Act. It (1) increased the asseto banks that are dedicating their auto-
threshold for prohibiting managementmation resources primarily to renovat-
official interlocks between two unaffili- ing and testing software and replacing
ated depository organizations, regardlessystems to address Year 2000 and leap
of office location, to interlocks involv- year computer problems.
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June 28, 1999—Termination paying or returning banks may send
of Proposed Rulemaking notices instead of returning the original
checks, to consider whether more flex-
regulatory changes at this time to reduc%'!Ity would enaple chegk system par-
the availability schedule for nonIocaI%C'pamts to experiment with methods to
checks return checks electronically. Rather than
: adopting any of the proposed options,
Votes for this action: Mr. Greenspan,the Boa.rd revised the Commentgry to
Ms. Rivlin, and Messrs. Kelley, Meyer, Regulation CC to add examples of inter-
Ferguson, and Gramlich. bank agreements on electronic present-
ment and return of checks.
In December 1998, the Board re-
quested comment on an advance notice
of proposed rulemaking to modify theRegulation DD
availability schedule in Regulation CCTruth in Savings
for nonlocal checks. The proposal would ]
have reduced the maximum hold forAugust 18, 1999—Interim
nonlocal checks from five to four busi-Amendment
ness days, except for subcategories
nonlocal checks for which a depositar
bank certifies that it does not receive

G\fhe Board approved an interim amend-
Yment to Regulation DD to permit

y : L adepositoryinstitutions to provide certain
sufficient proportion of returns within disclosures electronically if the cus-

four business days. After further analy- .
sis, the Board concluded that retur togrggr agrees, effective September 1,

times do not support a reduced availabil-

ity schedule for nonlocal checks in the /s for this action: Messrs. Greenspan,

aggregate. The Board also determined Kelley, Meyer, Ferguson, and Gramlieh.

that the costs and potential risks would

outweigh the likely benefits of establish- Regulation DD, which implements

ing subcategories of nonlocal checks fothe Truth in Savings Act, generally re-

availability purposes. quires depository institutions to provide
consumers with written disclosures of

October 26, 1999—Amendments the yields, fees, and other terms for

The Board amended Regulation CC t§€POSIt accounts on request, when an
account is opened, when changes in

larify the exten which itor N S
clarify the extent to ch deposito yterms occur, and in periodic statements.

institutions and others may vary the Do ! ;
terms of the regulation by agreement fop "€ interim amendment permits deposi-
the purpose of instituting electronic!©"Y institutions to provide Regula-
return of checks, effective December 15100 DD’ disclosures on periodic state-
1999. ments electronically if the customer

agrees. The interim rule was adopted in
Votes for this action: Messrs. Greenspanf€Sponse to comments received on a
Ferguson, Kelley, Meyer, and Gramlieh. proposed rule issued in March 1998.
Along with the interim amendment, the
In February 1999, the Board re-Board published for comment revised
quested comment on options for amendproposals to permit electronic disclo-
ing Regulation CC, which governs whensures under Regulations B (Equal Credit
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Opportunity), E (Electronic Fund Trans-Policy Statements and
fers), M (Consumer Leasing), Z (TruthOther Actions
in Lending), and DD (Truth in Savings).

February 19, 1999—Policy

Miscellaneous Interpretations ~ Statément on Payments
System Risk

Regulation K The Board approved a modification to
International Banking Operations the procedures for measuring daylight

. overdrafts to include the posting time
October 25, 1999—Interpretation oy settlement entries processed through
The Board clarified that the scope ofthe enhanced settlement service. The
permissible data processing activitiesnodification became effective on
under Regulation K encompasses alMarch 29, 1999, to coincide with the
those activities permissible for bankimplementation of the enhanced settle-
holding companies under Regulation Yment service.
(Bank Holding Companies and Change
in Bank Control), effective November 1, votes for this action: Mr. Greenspan,
1999. Ms. Rivlin, and Messrs. Kelley, Meyer,

Ferguson, and Gramlich.

Votes for this action: Messrs. Greenspan,

Ferguson, Kelley, Meyer, and Gramli¢h.
g i In 1998, the Board approved an

Regulation K provides that a bankenhanced settlement service that com-

holding company or Edge Act corpora—bines and improves selecte_d _features
tion may control a foreign company thatof the Reserve Banks' existing net
engages in activities that are usual irfettlement services and may be used
connection with the transaction of bankfor either gross or net multilateral
ing or other financial operations abroadsettlements. The service provides same-
including data processing, but does nofidy, intraday settlement finality to
specify the scope of permissible datdarticipants in clearing arrangements
processing activities. Amendments tdSing the service. Settlement entries
Regulation Y have expanded the scopBrocessed by the enhanced settlement
of permissible data processing activitie$€rvice will be posted on a flow basis as
for bank holding companies in thethey are processed and are final and
United States, and those activities arérevocable.

equal to, and in some respects broader

than, the data processing activities that .

were authorized by the adoption ofMay 20, 1999—Delegation
Regulation K in 1979. The interpreta-Of Authority

tion clarifies that the data processingrhe Board delegated to its General
provision of Regulation K encompassesounsel the authority to return applica-
the same data processing activities agons filed under the International Bank-
described in Regulation Y under theing Act that are informationally incom-

same limitations. Banking organizationsplete, effective May 20, 1999.
seeking to engage abroad in data pro-

cessing or data tr.ansm'SS'on aCt.'V'tles Votes for this action: Mr. Greenspan

that are not authorized by Regulation Y anq Messrs. Kelley, Meyer, Ferguson, and
must apply for the Board’s prior consent Gramlich. Absent and not voting:

under Regulation K. Ms. Rivlin.2
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Under the International Banking Act,types of relocations and consolida-
the Board may not approve an applitions, and branches closed in connection
cation by a foreign bank to establishwith emergency acquisitions or assis-
a branch, agency, commercial lendindance by the Federal Deposit Insurance
company, or representative office unles€orporation.
the bank provides the Board with infor-
mation needed to adequately evaluatgyly 14, 1999—Notice of

the application. The Board delegated tqqdification of Procedures for

the General Counsel, with the concurDeposit Reporting Frequency
rence of the director of the Division of

Banking Supervision and Regulation,The Board amended its requirements
the authority to return an application ifthat depository institutions switch to
material informational deficiencies areNe€W reporting categories for September

not corrected within a reasonable period999 in light of the century date change,
of time. effective August 1, 1999.

Votes for this action: Messrs. Greenspan,
June 22, 1999—Policy Statement Kelley, Meyer, Ferguson, and Gramli&h.
Concerning Branch Closing

Notices and Policies Depository institutions may be re-

quired to switch to new reporting cate-

The Board approved a revised policygories each September. Assignment to
statement on branch closings by insurethese reporting categories determines
depository institutions to incorporatethe frequency and detail of deposit-
changes in the law, effective June 29eporting over the subsequent year and

1999. depends on increases or decreases in the
level of deposits and reservable liabili-

Votes for this action: Mr. Greenspan,ties. The Board suspended some shifts
Ms. Rivlin, and Messrs. Kelley, Meyer, in reporting categories for September
Ferguson, and Gramlich. 1999, thereby reducing the need for
. ) depository institutions to modify their

The Board, jointly with the other gaia processing systems before the im-
federal banking and thrift agencies, ending century date change. Normal

approved a revised policy statemen ategory shift procedures will apply in
on branch closings by insured deposigeptember 2000.

tory institutions to incorporate changes

enacted by the Riegle—Neal Interstat
Banking and Branching Efficiency Act(?\lovember 10, 1999—Settlement

of 1994 and the Economic Growth and22Y_Finality for Automated
Regulatory Paperwork Reduction Ac Clearlnghouse Credit

of 1996. The policy statement gives ransactions

guidance on the procedure for branciThe Board approved modifications to
closings in low- or moderate-incomethe time when settlement becomes final
areas by an interstate bank and for corfor automated clearinghouse (ACH)
vening a meeting with the appropriatecredit transactions processed by Federal
parties if requested by a person from th@®eserve Banks and required prefunding
affected area. The revised statement alfor ACH credit transactions in certain
provides that the prior-notice require-Federal Reserve accounts. The effective
ments for branch closings do not applydate will be announced three months
to automated teller machines, certairbefore implementation in 2001.



192 86th Annual Report, 1999

Votes for this action Messrs. GreenspanBasic Discount Rate
Ferguson, Kelley, Meyer, and Gramli¢h.

The Board’s decisions on the basic dis-

The Board made settlement for ACHcount rate were made against the back-
credit transactions processed by thground of the policy actions of the Fed-
Federal Reserve final when posted, cuferal Open Market Committee (FOMC)
rently 8:30 a.m. eastern time on the daynd related economic and financial
of settlement, and adopted a prefundingevelopments. These developments are
requirement for any ACH credit origina- reviewed more fully in other parts of
tions settled through a Federal Reservghis Report, including the minutes of
account that is monitored in real time.the FOMC meetings in 1999, which also
The modifications are designed toappear in thiREPORT.
reduce risk to receiving depository
financial institutions in credit transac-
tions_ anq to manage settlement risks i')anuary through Mid-August:
credit originations in a manner compayq Changes in the Basic Rate
rable to other Federal Reserve services
that have similar finality characteristics.Economic activity expanded at a vigor-
To allow sufficient time for software ous pace during the early months of the
modifications, the effective date foryear, underpinned by notable further
settlement-day finality for credit ACH strength in consumer spending, but the
transactions will be announced thregecovery of financial markets in the
months before implementation inUnited States and abroad and of foreign
2001. economies from the severe disruptions
of the fall of 1998 was still tentative.
. Moreover, in an environment of robust
1999 Discount Rates improvements in productivity, inflation
During 1999, the Board of Governorstrends remained generally subdued
approved two increases ¥ percentage despite very tight labor markets. Against
point in the basic discount rate chargedhis background, a majority of the Fed-
by the Federal Reserve Banks. Theseral Reserve Banks favored an un-
actions, taken in August and Novem-changed basic discount rate df24per-
ber, raised the basic rate fron¥4per- cent, its level since mid-November
cent to 5 percent. The rates for seasondl998. However, two Banks particularly
and extended credit, which are set omoncerned about the mounting risks of
the basis of market-related formulashigher inflation requested an increase of
were changed more frequently, and/ percentage point during March and
they exceeded the basic rate by varyApril, and three other Banks joined them
ing amounts during the year. In July,during the period from May through
the Board announced the establishmeriuly. The Board took no action on these
of a temporary program, the Centuryrequests, but the Board members recog-
Date Change Special Liquidity Facil-nized the need to monitor carefully
ity (SLF), whose purpose was to lenddevelopments bearing on the outlook
to depository institutions to help themfor rising inflation, notably, evidence of
meet any unusual liquidity needs infurther tightening of labor markets in
the period around the century datghe context of continuing rapid growth
change. of the economy.
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Mid-August and Mid-November: a pace that would exceed the growth

Basic Rate Increased of potential output, with attendant risks

n A . ber of Fed Iof rising inflation over time. In light of

F?esg?vueStBilglr((;wg}%en durt?mireore iei;ﬁ]market uncertainties associated with the

a percentagej point increaseq in th gentury_date change, no further changes

basic rate—a total of ten by the thir de?n the discount rate were rquested over
the balance of the year despite ongoing

week of August—amid indications thatc(:joncerns about the outlook for inflation.
recent wage and price increases ha

been a little larger on balance, though
rice inflation was still subdued. On .
g\ugust 24, the Board approved thesétrumure of Discount Rates
pending actions in concert with a similarThe basic discount rate is the rate nor-
action by the FOMC to increase itsmally charged on loans to depository
intended level of the federal funds rateinstitutions for short-term adjustment
These policy actions took account of thecredit, while flexible, market-related
more normal functioning of the financialrates generally apply on seasonal and
markets following the period of someextended credit. These flexible rates are
unsettlement during the fall of 1998calculated every two weeks in accor-
and of the ongoing strength in domestidance with formulas that are approved
demand augmented by rising exports dby the Board. The rate on loans from the
a time when labor markets were alreadyspecial Liquidity Facility during the
very tight. Against this background, thecentury date rollover period was set at
Board and the FOMC concluded that thel50 basis points above the intended
degree of monetary ease that had bedaderal funds rate established by the
implemented during the autumn of 1998FOMC.
to address the domestic effects of global The objective of the seasonal pro-
financial turmoil was no longer consis-gram is to help smaller institutions meet
tent with sustained, noninflationary ecodiquidity needs arising from a clear pat-
nomic expansion. tern of intra-yearly movements in their
In mid-October, two Federal Reservedeposits and loans. Funds may be pro-
Banks requested a further increase ofided for periods longer than those per-
Ya percentage point in the basic rate, andhitted under adjustment credit. Since its
by mid-November two additional Banksintroduction in early 1992, the flexible
had joined them. On November 16 rate charged on seasonal credit has been
again in conjunction with a similar closely aligned with short-term market
increase by the FOMC in the intendedates; it is never less than the basic rate
federal funds rate, the Board approve@pplicable to adjustment credit.
the pending actions, thereby raising the The purpose of extended credit is to
basic discount rate to 5 percent. Botlassist depository institutions that are
actions reflected concerns that despitender sustained liquidity pressure and
tentative evidence of some slowing inare not able to obtain funds from other
certain interest-sensitive sectors of theources. The rate for extended credit is
economy and of accelerating produc50 basis points higher than the rate for
tivity, prevailing conditions in financial seasonal credit and is at least 50 basis
markets seemed likely to foster continpoints above the basic rate. In appropri-
ued expansion in aggregate demand ate circumstances, the basic rate may be
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applied to extended-credit loans for ughe formulas for calculating the rates
to thirty days, but any further borrow- on seasonal, extended, and SLF credit.
ings would be charged the flexible,Votes on the reestablishment of the for-
market-related rate. mulas for these flexible rates are not
The Special Liquidity Facility was shown in this summary. All votes taken

established as a temporary program fdoy the Board of Governors during 1999
lending to depository institutions dur-were unanimous.

ing the period October 1, 1999, through

April 7, 2000. This facility was intended \otes on the Basic Discount Rate

to help ensure that depository institu- . .
tions would have adequate liquidity inAUgust 24, 199%ffective this date, the

the period surrounding the century dat&0ard approved actions taken by the
change. directors of the Federal Reserve Banks

Exceptionally large adjustment-creditof Boston, New York, Philadelphia,
loans that arise from computer breakCleveland, Richmond, Atlanta, Chicago,
downs or other operating problems nobt: Louis, Kansas City, and San Fran-
clearly beyond the reasonable control ofiSCO to mcrease_the basic discount rate
the borrowing institution are assessed? Percentage point, to3 percent.
the highest rate applicable to any credit
extended to depository institutions;
under the current structure, that is the
rate on SLF credit.

At the end of 1999, the structure of The Board subsequently approved
discount rates was as follows: a basigjmjlar actions taken by the directors
rate of 5 percent for short-term adjustyf the Federal Reserve Banks of Minne-

ment credit and rates of 5.70 percenhnolis and Dallas, effective August 25
for seasonal credit, 6.20 percent folng 26, 1999, respectively.

extended credit, and 7 percent for credit
from the Special Liquidity Facility. Dur-  \ovember 16. 1999Effective this

ing 1%9]?- the Irate ‘;Of seasonal credifjaie the Board approved actions taken
ranged from a low of 4.75 percent to &, e girectors of the Federal Reserve

high of 5.75 percent, that for extendedzyys of Boston, Cleveland, Richmond
credit from a low of 5.25 percent t0 @y 4nsas City and San FErancisco to

higg_m; 6.25 plercer}t, and that for SLFjy-rease the basic discount rate per-
credit from a low of 6.75 percent to acentage point, to 5 percent.

high of 7 percent.

Votes for this action: Messrs. Greenspan,
Kelley, Meyer, Ferguson, and Gramlich.
Votes against this action: None.

Votes for this action: Messrs. Greenspan,
Board Votes Ferguson, Kelley, Meyer, and Gramlich.
Votes against this action: None.

Under the Federal Reserve Act, the

boards of directors of the Federal The Board subsequently approved
Reserve Banks must establish rates asimilar actions taken by the directors of
loans to depository institutions at leasthe Federal Reserve Banks of Atlanta
every fourteen days and must submiand Dallas, effective November 17,
such rates to the Board of Governors fod999, and by the directors of the Federal
review and determination. The Reserv&eserve Banks of New York, Philadel-
Banks are also required to submit rephia, Chicago, St. Louis, and Minneapo-
quests on the same schedule to renelis, effective November 18, 1999. «
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Minutes of Federal Open Market
Committee Meetings

The policy actions of the Federal Operexecute transactions for the System
Market Committee, contained in theOpen Market Account. In the area of
minutes of its meetings, are presented idomestic open market operations, the
the ANnuaL ReporT Of the Board of Federal Reserve Bank of New York
Governors pursuant to the requirementsperates under two sets of instructions
of section 10 of the Federal Reservdrom the Federal Open Market Com-
Act. That section provides that themittee: an Authorization for Domestic
Board shall keep a complete record oOpen Market Operations and a Domes-
the actions taken by the Board and byic Policy Directive. (A new Domestic
the Federal Open Market Committee orPolicy Directive is adopted at each regu-
all questions of policy relating to openlarly scheduled meeting.) In the foreign
market operations, that it shall recordcurrency area, the Committee operates
therein the votes taken in connectiorunder an Authorization for Foreign Cur-
with the determination of open marketrency Operations, a Foreign Currency
policies and the reasons underlying eacBirective, and Procedural Instructions
policy action, and that it shall include inwith Respect to Foreign Currency
its annual report to the Congress a fulDperations. These policy instruments
account of such actions. are shown below in the form in which

The minutes of the meetings contairthey were in effect at the beginning of
the votes on the policy decisions madd999. Changes in the instruments during
at those meetings as well as'sualeof the year are reported in the minutes for
the discussions that led to the decisionghe individual meetings.
The summary descriptions of economic
and financial conditions are based on thz . .
information that was available to theAAuthorization for Domestic
Committee at the time of the meeting<2P€N Market Operations
e ™ 2 &Y MY P Efrect January 1, 1099

Members of the Committee voting for1. The Federal Open Market Committee
a particular action may differ amongauthorizes and directs the Federal Reserve
themselves as to the reasons for thefank of New York, to the extent neces-

votes; in such cases, the range of theg@ry to carry out the most recent domestic
' ' policy directive adopted at a meeting of the

views is noted in the minutes. Whenggmittee:
members dissent from a decision, they
are identified in the minutes along with (a) To buy or sell U.S. Government

a summary of the reasons for theiisecurities, including securities of the Federal
dissent. Financing Bank, and securities that are direct

; ; ; obligations of, or fully guaranteed as to
Policy directives of the Federal Open rincipal and interest by, any agency of the

Market Committee are issued to th%nited States in the open market, from or to
Federal Reserve Bank of New York assecurities dealers and foreign and inter-

the Bank selected by the Committee tmational accounts maintained at the Federal
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Reserve Bank of New York, on a cash, reguthe provision of short-term investments for
lar, or deferred delivery basis, for the Systenforeign and international accounts main-
Open Market Account at market prices, andtained at the Federal Reserve Bank of
for such Account, to exchange maturing U.SNew York, the Federal Open Market Com-
Government and Federal agency securitiesiittee authorizes and directs the Federal
with the Treasury or the individual agenciesReserve Bank of New York (a) for System
or to allow them to mature without replace-Open Market Account, to sell U.S. Govern-
ment; provided that the aggregate amount afhent securities to such foreign and inter-
U.S. Government and Federal agency securirational accounts on the bases set forth in
ties held in such Account (including forward paragraph 1(a) under agreements providing
commitments) at the close of business on théor the resale by such accounts of those
day of a meeting of the Committee at whichsecurities within 60 calendar days on terms
action is taken with respect to a domesticomparable to those available on such trans-
policy directive shall not be increased oractions in the market; and (b) for New York
decreased by more than $12.0 billion duringBank account, when appropriate, to under-
the period commencing with the opening oftake with dealers, subject to the conditions
business on the day following such meetingmposed on purchases and sales of securities
and ending with the close of business on thén paragraph 1(b), repurchase agreements in
day of the next such meeting; U.S. Government and agency securities, and
to arrange corresponding sale and repurchase

(b) To buy U.S. Government securities agreements between its own account and

obligations that are direct obligations of, Orfo_rei%n ar;]d IianteLna_lIEional a_ccountsd maLn-
fully guaranteed as to principal and interesf@ined at the Bank. Transactions undertaken

by, any agency of the United States, fro ith such accounts under the provisions of

dealers for the account of the FederafiS Paragraph may provide for a service fee

Reserve Bank of New York under agree-N€n appropriate.

ments for repurchase of such securities or

obligations in 60 calendar days or less, at . ) ) )
rates that, unless otherwise expressly authddomestic Policy Directive
rized by the Committee, shall be determined

by competitive bidding, after applying rea- |, Effect January 1, 1999
sonable limitations on the volume of agree- '

ments with individual dealers; provided that The inf . . d hi .
in the event Government securities or agency ' 1€ !N oLmat;:)n reviewe ﬁtt IS m_eetlr:jg
issues covered by any such agreement a ggezts E attt) gkeconomy as cotntmueth to
not repurchased by the dealer pursuant to t rgsth ir? ngnfa[?n %a(r:g” 'gmrelge?n ewtovr\]/ass'
agreement or a renewal thereof, they shall bgtrong in Novembgr yafter m%rg moderate
sold in the market or transferred to the Sys'gains in September and October, and the
tem Open Market Account. civilian unemployment rate fell to 4.4 per-
cent. Total industrial production declined
2. In order to ensure the effective conducsomewhat in November, but manufacturing
of open market operations, the Federal Ope@utput was stable and up considerably from
Market Committee authorizes and directghe third-quarter pace. Business inventory
the Federal Reserve Banks to lend U.S. Govaccumulation slowed appreciably in October
ernment securities held in the System Ope#fter a sizable rise in the third quarter. The
Market Account to Government securitiesnominal deficit on U.S. trade in goods and
dealers and to banks participating in Gov-Services narrowed slightly in October from
ernment securities clearing arrangement$S third-quarter average. Total retail sales
conducted through a Federal Reserve Bank0S€ sharply in October and November, and

under such instructions as the CommittedlOUSING starts were strong as well. Available
may specify from time to time. indicators point to a considerable pickup in

3. In order to ensure the effective conduct 1. Adopted by the Committee at its meeting on
of open market operations, while assisting irbecember 22, 1998.
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business capital spending after a lull in thao warrant an increase or a decrease in the
third quarter. Trends in various measures ofederal funds rate operating objective during
wages and prices have been mixed in recetibe intermeeting period.
months.
Most short-term interest rates have
changed little on balance since the meetin .. .
on November 17, but longer-term rates hav%‘mhor'zatIon for Foreign
declined somewhat. Share prices in equiticurrency Operations
markets have remained volatile and have
posted sizable gains on balance over tth Effect January 1, 1999
intermeeting period. In foreign exchange !
markets, the trade-weighted value of thel

dollar has declined slightly over the periody yhorizes and directs the Federal Reserve
in relation to other major currencies and ingani of New York, for System Open Market
terms of an index of the currencies of othelpceoynt, to the extent necessary to carry out
countries that are important trading partnergne committee’s foreign currency directive
of the United States. and express authorizations by the Commit-
M2 and M3 have posted very largetee pursuant thereto, and in conformity with
increases in recent months. For the yeag,ch procedural instructions as the Commit-

through November, both aggregates rose gbe may issue from time to time:
rates well above the Committee’s annual

ranges. Total domestic nonfinancial debt has  A. To purchase and sell the following
expanded in recent months at a pace soméoereign currencies in the form of cable trans-
what above the middle of its range. fers through spot or forward transactions on
The Federal Open Market Committeethe open market at home and abroad, includ-
seeks monetary and financial conditionsng transactions with the U.S. Treasury, with
that will foster price stability and promote the U.S. Exchange Stabilization Fund estab-
sustainable growth in output. In further-lished by Section 10 of the Gold Reserve
ance of these objectives, the Committeé\ct of 1934, with foreign monetary authori-
reaffirmed at its meeting on June 30-July Zies, with the Bank for International Settle-
the ranges it had established in Februaryents, and with other international financial
for growth of M2 and M3 of 1 to 5 percent institutions:
and 2 to 6 percent respectively, measured

The Federal Open Market Committee

from the fourth quarter of 1997 to the fourth aystrian schillings Italian lire

quarter of 1998. The range for growth ofBelgian francs Japanese yen
total domestic nonfinancial debt was mainggﬂﬁs?,'i';odnﬂars N'\"e’iﬁgﬁgn%isé’j” dors
tained at 3 to 7 percent for the year. Fpr{furo Norwegian kroner
1999, the Committee agreed on a tentativeounds sterling Swedish kronor
basis to set the same ranges for growth of thgrench francs Swiss francs

monetary aggregates and debt, measurétf™man marks

from the fourth quarter of 1998 to the fourth

quarter of 1999. The behavior of the mone- g 14 nhold balances of and to have

tary aggregates will continue to be evaluateg, istanding forward contracts to receive or

in the light of progress toward price levely, geliver, the foreign currencies listed in

stability, movements in their velocities, and aragraph A above

developments in the economy and financia? '

markets. ) C. To draw foreign currencies and to
To promote the Committee’s long-runpermit foreign banks to draw dollars under

objectives of price stability and sustainablehe reciprocal currency arrangements listed

economic growth, the Committee in the im-in paragraph 2 below, provided that draw-

mediate future seeks conditions in reservéngs by either party to any such arrangement

markets consistent with maintaining theshall be fully liquidated within 12 months

federal funds rate at an average of aroundfter any amount outstanding at that time

4%, percent. In view of the evidence cur-was first drawn, unless the Committee,

rently available, the Committee believes thabecause of exceptional circumstances, spe-

prospective developments are equally likelcifically authorizes a delay.
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D. To maintain an overall open posi- by the Committee, be at prevailing market
tion in all foreign currencies not exceedingrates. For the purpose of providing an invest-
$25.0 billion. For this purpose, the overallment return on System holdings of foreign
open position in all foreign currencies iscurrencies, or for the purpose of adjusting
defined as the sum (disregarding signs) oihterest rates paid or received in connection
net positions in individual currencies. Thewith swap drawings, transactions with for-
net position in a single foreign currency iseign central banks may be undertaken at
defined as holdings of balances in that curnon—market exchange rates.
rency, plus outstanding contracts for future

receipt, minus outstanding contracts fors |t shall be the normal practice to arrange
future delivery of that currency, i.e., as thewith foreign central banks for the coordina-
sum of these elements with due regard tgon of foreign currency transactions. In mak-
sign. ing operating arrangements with foreign
_ central banks on System holdings of foreign
2. The Federal Open Market Commit-currencies, the Federal Reserve Bank of
tee directs the Federal Reserve Bank ofew York shall not commit itself to maintain
New York to maintain reciprocal currency any specific balance, unless authorized by
arrangements (“swap” arrangements) for thehe Federal Open Market Committee. Any
System Open Market Account for periods upagreements or understandings concerning the
to a maximum of 12 months with the follow- administration of the accounts maintained by
ing foreign banks, which are among thosehe Federal Reserve Bank of New York with
designated by the Board of Governors of thehe foreign banks designated by the Board
Federal Reserve System under Section 214 Governors under Section 214.5 of Regu-
of Regulation N, Relations with Foreign |ation N shall be referred for review and
Banks and Bankers, and with the approval opproval to the Committee.
the Committee to renew such arrangements

on maturity: 5. Foreign currency holdings shall be in-
vested to ensure that adequate liquidity is
maintained to meet anticipated needs and so
that each currency portfolio shall generally
have an average duration of no more than
18 months (calculated as Macaulay dura-

Amount
(millions of
dollars equivalent)

Foreign bank

Austrian National Bank ....................... 250

National Bank of Belgium. .................... 1,000
BankofCanada............................. 2,000
National Bank of Denmark.................... 250
Bank of England.......................ooal 3,000
BankofFrance............... ... .t 2,000
German Federal Bank....................... 6,000
Bankofltaly............coooiiiiiiiiin.s 3,000
BankofJapan................ooiiiiiiinnn 5,000
Bank of MeXiCO...........ccovviiiiiiiiiann 3,000
Netherlands Bank ..................cocoiuin 500
Bank of Norway ... 250

Bank of Sweden
Swiss NationalBank. ........................ 4,000
Bank for International Settlements
Dollars against Swiss francs................
Dollars against authorized European
currencies other than Swiss francs.. ... 1,250

600

tion). When appropriate in connection with
arrangements to provide investment facilities
for foreign currency holdings, U.S. Govern-
ment securities may be purchased from for-
eign central banks under agreements for
repurchase of such securities within 30 cal-
endar days.

6. All operations undertaken pursuant to
the preceding paragraphs shall be reported
promptly to the Foreign Currency Sub-
committee and the Committee. The Foreign
Currency Subcommittee consists of the
Chairman and Vice Chairman of the Com-
mittee, the Vice Chairman of the Board of

Any changes in the terms of existing swapGovernors, and such other member of the
arrangements, and the proposed terms of arBoard as the Chairman may designate (or in
new arrangements that may be authorizedhe absence of members of the Board serving
shall be referred for review and approval toon the Subcommittee, other Board Members
the Committee. designated by the Chairman as alternates,

and in the absence of the Vice Chairman of
3. All transactions in foreign currenciesthe Committee, his alternate). Meetings of
undertaken under paragraph 1(A) abovéhe Subcommittee shall be called at the
shall, unless otherwise expressly authorizetequest of any member, or at the request of
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the Manager, System Open Market Accoun. To achieve this end the System shall:
(“Manager”), for the purposes of reviewing

recent or contemplated operations and of A. Undertake spot and forward pur-
consulting with the Manager on other mat-chases and sales of foreign exchange.

ters relating to his responsibilities. At the
request of any member of the Subcommittee,
questions arising from such reviews and con
sultations shall be referred for determinatio
to the Federal Open Market Committee.

B. Maintain  reciprocal  currency
swap”) arrangements with selected for-
eign central banks and with the Bank for
Mhternational Settlements.

C. Cooperate in other respects with
central banks of other countries and with

A. With the approval of the Commit- international monetary institutions.
tee, to enter into any needed agreement qr .
understanding with the Secretary of the Treas: Transactions may also be undertaken:
sury about the division of responsibility for
foreign currency operations between the Sy
tem and the Treasury;

7. The Chairman is authorized:

_A. To adjust System balances in light
of probable future needs for currencies.

B. To provide means for meeting Sys-
B. To keep the Secretary of the Treayem gng Trgasury commitments in pagl'tiCL)J/|aI’
sury fully advised concerning System for-¢rrencies, and to facilitate operations of the
eign currency operations, and to consult withey change Stabilization Fund.
the Secretary on policy matters relating to
foreign currency operations; C. For such other purposes as may be
expressly authorized by the Committee.
C. From time to time, to transmit
appropriate reports and information to the4. System foreign currency operations shall
National Advisory Council on International be conducted:
Monetary and Financial Policies. .
A. In close and continuous consulta-
8. Staff officers of the Committee are autho-'fl'.On and _cooperatlon with the United States
rized to transmit pertinent information on reasury,
System foreign currency operations to appro- B, In cooperation, as appropriate, with
priate officials of the Treasury Department. foreign monetary authorities; and

9. All Federal Reserve Banks shall partici-  C. In a manner consistent with the obli-
pate in the foreign currency operations forgations of the United States in the Interna-
System Account in accordance with parational Monetary Fund regarding exchange
graph 3 G(1) of the Board of Governors’ arrangements under the IMF Article IV.
Statement of Procedure with Respect to For-

eign Relationships of Federal Reserve Banklg . .

dated January 1, 1944. rocedural Instructions with
Respect to Foreign Currency
Operations

Foreign Currency Directive In Effect January 1, 1999

In conducting operations pursuant to the
In Effect January 1, 1999 authorization and direction of the Federal

Open Market Committee as set forth in the
1. System operations in foreign currencieiuthorization for Foreign Currency Opera-
shall generally be directed at countering distions and the Foreign Currency Directive,
orderly market conditions, provided thatthe Federal Reserve Bank of New York,
market exchange rates for the U.S. dollathrough the Manager, System Open Market
reflect actions and behavior consistent wittAccount (“Manager”), shall be guided by
the IMF Atrticle IV, Section 1. the following procedural understandings
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with respect to consultations and clearance3. The Manager shall also consult with the
with the Committee, the Foreign CurrencySubcommittee or the Chairman about pro-
Subcommittee, and the Chairman of thegosed swap drawings by the System, and
Committee. All operations undertaken pur-about any operations that are not of a routine
suant to such clearances shall be reportectharacter.

promptly to the Committee.

1. The Manager shall clear with the Sub-\jeeting Held on
committee (or with the Chairman, if the ebruarv 2—3. 1999
Chairman believes that consultation with thé: y !
Subcommittee is not feasible in the timeA

available): meeting of the Federal Open Mar-

ket Committee was held in the offices

A. Any operation that would result in a of the Board of Governors of the Fed-
change in the System’s overall open positioreral Reserve System in Washington,
in foreign currencies exceeding $300 millionp ¢ on Tuesday, February 2, 1999, at

on any day or $600 million since the most,. ;
recent regular meeting of the Committee. '%g’&fa?; ??nfgg%ng?%?goo‘: ;/]Vednesday,

B. Any operation that would result in a = .
change on any day in the System’s net posi- resi/lnt.G Chai
tion in a single foreign currency exceeding Mr' MreDenspanr,] V.a'm&ér‘]”.
$150 million, or $300 million when the r. McDonough, Vice Chairman

operation is associated with repayment of ~ Mr-Boehn
swap drawings Mr. Ferguson
' Mr. Gramlich
C. Any operation that might generate a ~ Mr- Kelley
Vol s Mr. McTeer

substantial volume of trading in a particular
currency by the System, even though the  Mr. Meyer

change in the System’s net position in that ~ Mr- Moskow
currency might be less than the limits speci- ~ MS- Rivlin
fied in 1.B. Mr. Stern

D. Any swap drawing proposed by a Messrs. Broaddus, Guynn, Jordan,
foreign bank not exceeding the larger of and Parry, Alternate Members
(i) $200 million or (ii) 15 percent of the size of the Federal Open Market
of the swap arrangement. Committee
2. The Manager shall clear with the Com-  Ms. Minehan, Messrs. Poole, and
mittee (or with the Subcommittee, if the Hoenig, Presidents of the
Subcommittee believes that consultation Federal Reserve Banks of Boston,
with the full Committee is not feasible in the St.Louis, and Kansas City
time available, or with the Chairman, if the respectively

Chairman believes that consultation with )
the Subcommittee is not feasible in the time ~ Mr. Kohn, Secretary and Economist

available): Mr. Bernard, Deputy Secretary
Ms. F_ox, Assist_ant Secretary
A. Any operation that would result in a Mr. Gillum, Assistant Secretary

change in the System’s overall open position ~ Mr. Mattingly, General Counsel
in foreign currencies exceeding $1.5 billion Mr. Baxter, Deputy General Counsel
since the most recent regular meeting of the ~ Mr. Prell, Economist
Committee.
Messrs. Alexander, Cecchetti,

B. Any swap drawing proposed by Hooper, Hunter, Lang,
a foreign bank exceeding the larger of Lindsey, Rolnick, Rosenblum,
(i) $200 million or (ii) 15 percent of the Slifman, and Stockton,

size of the swap arrangement. Associate Economists
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Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director,
Division of Research and
Statistics, Board of Governors

Mr. Winn,2 Assistant to the Board,
Office of Board Members,
Board of Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions
of Monetary Affairs and
Research and Statistics
respectively, Board of
Governors

Mr. Reinhart, Deputy Associate
Director, Division of
Monetary Affairs, Board
of Governors

Mr. Dennis2 Assistant Director,
Division of Reserve Bank
Operations and Payment
Systems, Board of Governors

Messrs. Reifschneidéand Smalk
Section Chiefs, Divisions of
Research and Statistics and
Monetary Affairs respectively,
Board of Governors

Ms. Kole? Messrs. Englishand
Rosines Senior Economists,
Divisions of International
Finance, Monetary Affairs,
and Research and Statistics
respectively

Ms. Garrett, Economist, Division
of Monetary Affairs, Board
of Governors

Mr. Evans? Manager, Division
of Reserve Bank Operations
and Payment Systems, Board
of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of
Monetary Affairs, Board
of Governors

Mr. Conrad, First Vice President,
Federal Reserve Bank of
Chicago

Messrs. Beebe, Eisenbeis,
Goodfriend, Hakkio, and
Rasche, Senior Vice Presidents,
Federal Reserve Banks of
San Francisco, Atlanta,
Richmond, Kansas City,
and St. Louis respectively

Messrs. Altig, Bentley, and
Rosengren, Vice Presidents,
Federal Reserve Banks of
Cleveland, New York, and
Boston respectively

In the agenda for this meeting, it was
reported that advices of the election of
the following members and alternate
members of the Federal Open Market
Committee for the period commencing
January 1, 1999, and ending Decem-
ber 31, 1999, had been received and
that these individuals had executed
their oaths of office.

The elected members and alternate
members were as follows:

William J. McDonough, President of the
Federal Reserve Bank of New Yofk.
Edward G. Boehne, President of the Federal

2. Attended Wednesday’s session only.

3. Attended portions of meeting relating to the
examination of the System Open Market Account
and changes to the domestic securities lending
program.

4. Attended portions of meeting relating to the
discussion of the Committee’s consideration of its——
monetary and debt ranges for 1999. 6. Mr. Jamie B. Stewart, Jr., incoming First

5. Attended portion of meeting relating to the Vice President of the Federal Reserve Bank
Committee’s review of the economic outlook andof New York, took his oath of office as alter-
consideration of its monetary and debt ranges fonate member for Mr. McDonough on Feb-
1999. ruary 18, 1999.

Reserve Bank of Philadelphia, with

J. Alfred Broaddus, Jr., President of the
Federal Reserve Bank of Richmond, as
alternate.
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Michael H. Moskow, President of the Fed- By unanimous vote, the Federal
eral Reserve Bank of Chicago, withReserve Bank of New York was selected
B e e S0 e¥eCule transactions for the System
alternate. Open Market Account until the adjourn-
Robert D. McTeer, Jr., President of the Fedment of the first meeting of the Commit-
eral Reserve Bank of Dallas, with Jacktee after December 31, 1999.
e Eart o A, st Unafimous voe, Pete F Fiter
Gary H. Stern, President of the Federa as SeIeCtefd to serve at the pleasure of
yReserve Bank of Minneapolis, with nl]e Committee as Manager, System
Robert T. Parry, President of the Fed-Open Market Account, on the under-
eral Reserve Bank of San Francisco, astanding that his selection was subject to
alternate. being satisfactory to the Federal Reserve
Bank of New York.
By unanimous vote, the following
officers of the Federal Open Market Secretary’s note:Advice subsequently
Committee were elected to serve untilV@s received that the selection of Mr. Fisher
the election of their successors at th%s Manager was satisfactory to the board of
. . - irectors of the Federal Reserve Bank of
first meeting of the Committee afterNew York.
December 31, 1999, with the under-
standing that in the event of the discon- The Report of Examination of the
tinuance of their official connection with System Open Market Account, con-
the Board of Governors or with a Fed-ducted by the Board's Division of
eral Reserve Bank, they would cease tReserve Bank Operations and Payment

have any official connection with the Systems as of the close of business on

Federal Open Market Committee: November 5, 1998, was accepted.
On the recommendation of the
Alan Greenspan Chairman Manager of the System Open Market

William J. McDonough  Vice Chairman  Account, the Committee amended para-
graph 2 of the Authorization for Domes-

Donald L. Kohn Secgg%m& tic Open Market Operations relating to

Normand R.V. Bernard  Deputy Secretary the Treasury securities lending program.

Lynn S. Fox Assistant The revised facility introduces the auc-

_ Secretary tion technique for awarding borrowed

Gary P. Gillum Assistant securities to dealer firms on a competi-
Secretary

J. Virgil Mattingly, Jr. General Counsel tiv? basis. The new facil_ity is desig_ned
Thomas C. Baxter, J.  Deputy General t0 implement more effectively the objec-

_ Counsel tive of providing a short-term “last
Michael J. Prell Economist resort” source of Treasury securities to
Karen H. Johnson Economist the dealer market and thereby to facili-

_ ~ tate the smooth clearing of Treasury
Lewis S. Alexander, Stephen G. Cecchetti, securities and to ease liquidity strains
Peter Hooper, lll, William C. Hunter, . .
. : ; in the market as they arise. The amended
Richard W. Lang, David E. Lindsey, L :
Arthur J. Rolnick, Harvey Rosenbium, Authorization for Domestic Open Mar-

Larry Slifman, and David J. Stockton, ket Operations was approved unani-
Associate Economists mously in the form shown below:
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Authorization for Domestic issues covered by any such agreement are

Open Market Operations not repurchased by the dealer pursuant to the
agreement or a renewal thereof, they shall

be sold in the market or transferred to the
Amended February 2, 1999 System Open Market Account.

1. The Federal Open Market Committee 2. In order to ensure the effective conduct
authorizes and directs the Federal Reservef open market operations, the Federal Open
Bank of New York, to the extent neces-Market Committee authorizes the Federal
sary to carry out the most recent domestiReserve Bank of New York to lend on an
policy directive adopted at a meeting of theovernight basis U.S. Government securities
Committee: held in the System Open Market Account to

(@) To buy or sell U.S. Governmentdealers at rates that shall be determined by
securities, including securities of the Fed-competitive bidding but that in no event shall
eral Financing Bank, and securities that arde less than 1.0 percent per annum of the
direct obligations of, or fully guaranteed asmarket value of the securities lent. The Fed-
to principal and interest by, any agency oferal Reserve Bank of New York shall apply
the United States in the open market, fronteasonable limitations on the total amount of
or to securities dealers and foreign and intera specific issue that may be auctioned and on
national accounts maintained at the Federdhe amount of securities that each dealer may
Reserve Bank of New York, on a cash, reguborrow. The Federal Reserve Bank of New
lar, or deferred delivery basis, for the SystenmYork may reject bids which could facilitate a
Open Market Account at market prices, andgealer’s ability to control a single issue as
for such Account, to exchange maturing U.Sdetermined solely by the Federal Reserve
Government and Federal agency securitie8ank of New York.
with the Treasury or the individual agencies 3. In order to ensure the effective conduct
or to allow them to mature without replace-of open market operations, while assisting in
ment; provided that the aggregate amount ahe provision of short-term investments for
U.S. Government and Federal agency securfereign and international accounts main-
ties held in such Account (including forward tained at the Federal Reserve Bank of New
commitments) at the close of business on th¥ork, the Federal Open Market Committee
day of a meeting of the Committee at whichauthorizes and directs the Federal Reserve
action is taken with respect to a domestiank of New York (a) for System Open
policy directive shall not be increased orMarket Account, to sell U.S. Government
decreased by more than $12.0 billion duringsecurities to such foreign and international
the period commencing with the opening ofaccounts on the bases set forth in paragraph
business on the day following such meetindl(a) under agreements providing for the
and ending with the close of business on theesale by such accounts of those securities
day of the next such meeting; within 60 calendar days on terms compa-

(b) To buy U.S. Government securitiesrable to those available on such transactions
and obligations that are direct obligationsin the market; and (b) for New York Bank
of, or fully guaranteed as to principal andaccount, when appropriate, to undertake with
interest by, any agency of the United Stategjealers, subject to the conditions imposed
from dealers for the account of the Federabn purchases and sales of securities in para-
Reserve Bank of New York under agreegraph 1(b), repurchase agreements in U.S.
ments for repurchase of such securities oGovernment and agency securities, and to
obligations in 60 calendar days or less, aarrange corresponding sale and repurchase
rates that, unless otherwise expressly auth@greements between its own account and
rized by the Committee, shall be determinedoreign and international accounts main-
by competitive bidding, after applying rea-tained at the Bank. Transactions undertaken
sonable limitations on the volume of agreewith such accounts under the provisions of
ments with individual dealers; provided thatthis paragraph may provide for a service fee
in the event Government securities or agencwhen appropriate.
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On the Manager’'s recommendation, A. To purchase and sell the following
the Committee also amended the Forforeign currencies in the form of cable trans-
eign Currency Authorization and thefers through spot or forward transactions

Forei c Directive t flect2" the open market at home and abroad,
oreign Lurrency Lirective 10 relieClineiding transactions with the U.S. Trea-

changes triggered by the launch of th@ury, with the U.S. Exchange Stabilization

euro. Specifically, it dropped from theFund established by Section 10 of the Gold

Authorization those European currenReserve Act of 1934, with foreign monetary

cies that now exist as denominations o uthorities, with the Bank for International
- P . ettlements, and with other international

the euro (Austrian sch|II|ngs,_ Belg_lanﬁmncial institutions:

francs, French francs, Italian lire,

Netherlands guilders, and German

C dian doll Mexi
marks). The amendments also removed Do ranar Norwegian kroner
the central banks of Austria, Belgium, Euro Swedish kronor

Pounds sterling Swiss francs
Denmark, England, France, Germany, Japanese yen

Italy, Japan, Netherlands, Norway,

Sweden, an_d Switzerland, and the Bank g 14 hold balances of, and to have
for International Settlements from theoutstanding forward contracts to receive or
list of institutions with which the Fed- to deliver, the foreign currencies listed in
eral Reserve Bank of New York wasparagraph A above.

authorized to maintain reciprocal cur-  C. To draw foreign currencies and to

rency arrangements (swap facilities)%’h‘i‘rmit foreigrl‘ banks to draw do”arst ulr']dterd
. g L. ."the reciprocal currency arrangements liste
Ir_1 keeping with the Comm'ttees. deci in paragraph 2 below, provided that draw-
sion at the November 1998 meeting anghgs by either party to any such arrangement
after consultations with officials at theshall be fully liquidated within 12 months
foreign institutions, the reciprocal cur-after any amount outstanding at that time
fency arrangements in question were ”Qgﬁﬁaﬂé‘tofdLi“ézbtéﬂ'zsiiréﬂfns?a%'ﬂé“s'“iﬁe
:qug;vﬁ]dDaefézrnfggy matured on variou ifically authorizes a delay. ’
A dinalv. th : ded Authori D. To maintain an overall open posi-
_ Accordingly, the amended Authoriza-ion, in all foreign currencies not exceeding
tion for Foreign Currency Operations$25.0 billion. For this purpose, the overall
and the Foreign Currency Directiveopen position in all foreign currencies is
were unanimously approved in thedefined as the sum (disregarding signs) of
forms shown below: net positions in individual currencies. The
’ net position in a single foreign currency is
defined as holdings of balances in that cur-
rency, plus outstanding contracts for future

Authorization for Foreign receipt, minus outstanding contracts for
; future delivery of that currency, i.e., as the
Currency Operations sum of these elements with due regard to

sign.
Amended February 2, 1999 2. The Federal Open Market Committee
directs the Federal Reserve Bank of New
1. The Federal Open Market CommitteeYork to maintain reciprocal currency
authorizes and directs the Federal Resenarangements (“swap” arrangements) for
Bank of New York, for System Open Marketthe System Open Market Account for
Account, to the extent necessary to carry ouperiods up to a maximum of 12 months with
the Committee’s foreign currency directivethe following foreign banks, which are
and express authorizations by the Committeamong those designated by the Board of
pursuant thereto, and in conformity with Governors of the Federal Reserve System
such procedural instructions as the Commitunder Section 214.5 of Regulation N, Rela-
tee may issue from time to time: tions with Foreign Banks and Bankers, and
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with the approval of the Committee to renewments for repurchase of such securities
such arrangements on maturity: within 30 calendar days.

6. All operations undertaken pursuant to
the preceding paragraphs shall be reported

Amount of promptly to the Foreign Currency Subcom-
Foreign bank ?{Tﬁﬁlﬁ‘gﬁg‘(‘;}m mittee and the Committee. The Foreign Cur-

dollars equivalenty '€éncy Subcommittee consists of the Chair-
man and Vice Chairman of the Committee,
Bank of Canada. ............c.oooeiiiiiiiins 2,000 the Vice Chairman of the Board of Gover-
Bankof Mexico ..............ccoviiiinnn. 3,000 nors, and such other member of the Board
as the Chairman may designate (or in the
absence of members of the Board serving
Any changes in the terms of existing swapon the Subcommittee, other Board members
arrangements, and the proposed terms of ardesignated by the Chairman as alternates,
new arrangements that may be authorizednd in the absence of the Vice Chairman of
shall be referred for review and approval tathe Committee, his alternate). Meetings of
the Committee. the Subcommittee shall be called at the
3. All transactions in foreign currenciesrequest of any member, or at the request of
undertaken under paragraph 1A. above shallhe Manager, System Open Market Account
unless otherwise expressly authorized by th&Manager*), for the purposes of review-
Committee, be at prevailing market ratesing recent or contemplated operations and
For the purpose of providing an investmenof consulting with the Manager on other
return on System holdings of foreign curren-matters relating to his responsibilities. At
cies, or for the purpose of adjusting interesthe request of any member of the Sub-
rates paid or received in connection withcommittee, questions arising from such
swap drawings, transactions with foreignreviews and consultations shall be referred
central banks may be undertaken at nonfor determination to the Federal Open Mar-
market exchange rates. ket Committee.
4. 1t shall be the normal practice to 7. The Chairman is authorized:
arrange with foreign central banks for the A. With the approval of the Commit-
coordination of foreign currency transac-tee, to enter into any needed agreement or
tions. In making operating arrangementsinderstanding with the Secretary of the Trea-
with foreign central banks on System hold-sury about the division of responsibility for
ings of foreign currencies, the Federalforeign currency operations between the Sys-
Reserve Bank of New York shall not com-tem and the Treasury;
mit itself to maintain any specific balance, B. To keep the Secretary of the Trea-
unless authorized by the Federal Open Marsury fully advised concerning System for-
ket Committee. Any agreements or undereign currency operations, and to consult with
standings concerning the administration othe Secretary on policy matters relating to
the accounts maintained by the Federdloreign currency operations;
Reserve Bank of New York with the foreign C. From time to time, to transmit
banks designated by the Board of Governorappropriate reports and information to the
under Section 214.5 of Regulation N shallNational Advisory Council on International
be referred for review and approval to theMonetary and Financial Policies.
Committee. 8. Staff officers of the Committee are
5. Foreign currency holdings shall beauthorized to transmit pertinent infor-
invested to ensure that adequate liquiditynation on System foreign currency opera-
is maintained to meet anticipated needs antions to appropriate officials of the Treasury
so that each currency portfolio shall generDepartment.
ally have an average duration of no more 9. All Federal Reserve Banks shall par-
than 18 months (calculated as Macaulayicipate in the foreign currency operations
duration). When appropriate in connectiorfor System Account in accordance with para-
with arrangements to provide investmengraph 3 G(1) of the Board of Governors’
facilities for foreign currency holdings, U.S. Statement of Procedure with Respect to For-
Government securities may be purchasedign Relationships of Federal Reserve Banks
from foreign central banks under agreedated January 1, 1944.
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Foreign Currency Directive Authorization for Foreign Currency Opera-
tions and the Foreign Currency Directive,
Amended February 2, 1999 the Federal Reserve Bank of New York,

through the Manager, System Open Market
1. System operations in foreign curren-Account (“Manager”), shall be guided by
cies shall generally be directed at counteringhe following procedural understandings
disorderly market conditions, provided thatWwith respect to consultations and clearances
market exchange rates for the U.S. dollawith the Committee, the Foreign Currency
reflect actions and behavior consistent witfSubcommittee, and the Chairman of the
the IMF Atrticle 1V, Section 1. Committee. All operations undertaken pur-
2. To achieve this end the System shall: suant to such clearances shall be reported

A. Undertake spot and forward pur-promptly to the Committee. .
chases and sales of foreign exchange. 1. The Manager shall clear with the Sub-

B. Maintain  reciprocal  currency committee (qr with the Chalrm.an, |f the
(“swap”) arrangements with selected for- Chairman believes that consultation with the
eign central banks. Subcommittee is not feasible in the time

C. Cooperate in other respects withavailable): _ _
central banks of other countries and with ~ A. Any operation that would resultin a
international monetary institutions. change in the System’s overall open position

3. Transactions may also be undertaken:in foreign currencies ex_ceedln_g $300 million

A. To adjust System balances in lighton any day or $600 million since the most
of probable future needs for currencies. ~ recent regular meeting of the Committee.

B. To provide means for meeting Sys- B. Any operation that would result in
tem and Treasury commitments in particula@ change on any day in the System’s net
currencies and to facilitate operations of theposition in a single foreign currency exceed-
Exchange Stabilization Fund. ing $150 million, or $300 million when the

C. For such other purposes as may b@peration is associated with repayment of
expressly authorized by the Committee. swap drawings. )

4. System foreign currency operations  C. Any operation that might generate a
shall be conducted: substantial volume of trading in a particular

A. In close and continuous consulta-currency by the System, even though the
tion and cooperation with the United Stateshange in the System’s net position in that

Treasury; currency might be less than the limits speci-
B. In cooperation, as appropriate, withfied in 1.B. _
foreign monetary authorities; and D. Any swap drawing proposed by a

C. In a manner consistent with the obli-foreign bank not exceeding the larger of
gations of the United States in the Interna{i) $200 million or (ii) 15 percent of the size
tional Monetary Fund regarding exchangeof the swap arrangement. )
arrangements under the IMF Avrticle IV. 2. The Manager shall clear with the

Committee (or with the Subcommittee, if

By unanimous vote, the Procedura{.he Sgﬁcﬂmmiﬁtee believes that consgllta-
. ith Respect to Forei n_|on with the fu_ Commltte_e is not feasn e
Instructions with p 9Nin the time available, or with the Chairman,
Currency Operations shown below wergs the Chairman believes that consultation
reaffirmed. with the Subcommittee is not feasible in the
time available):
A. Any operation that would result in a

Procedural Instructions with _ch?nge in the System’s OVe[j"’.‘” 0%61”5p8ﬂ.“°”
; in foreign currencies exceeding $1.5 billion
(F\;eSpe(.:t to Foreign Currency since the most recent regular meeting of the
perations Committee.
B. Any swap drawing proposed by
Reaffirmed February 2, 1999 a foreign bank exceeding the larger of

(i) $200 million or (i) 15 percent of the size
In conducting operations pursuant to theof the swap arrangement.
authorization and direction of the Federal 3. The Manager shall also consult with
Open Market Committee as set forth in thehe Subcommittee or the Chairman about



Minutes of FOMC Meetings, February207

proposed swap drawings by the System ancuary 2, 1999. By unanimous vote, the
about any operations that are not of a routing gmmittee ratified these transactions.
character. The Committee then turned to a dis-
cussion of the economic and financial
On January 27, 1999, the continuingoutlook and the implementation of
rules, regulations, and other instrucmonetary policy over the intermeeting
tions of the Committee had been distribperiod ahead. A summary of the eco-
uted with the advice that, in accordancenomic and financial information avail-
with procedures approved by the Comable at the time of the meeting and of
mittee, they were being called to thethe Committee’s discussion is provided
Committee’s attention before thebelow, followed by the domestic policy
February 2-3 meeting to give mem-directive that was approved by the Com-
bers an opportunity to raise any quesmittee and issued to the Federal Reserve
tions they might have concerningBank of New York.
them. Members were asked to indi- The information reviewed at this
cate if they wished to have any of themeeting suggested that the economy
instruments in question placed on thexpanded rapidly in the closing months
agenda for consideration at this meetef 1998. Widespread strength in domes-
ing, and no requests for consideratiottic final demand and a diminished drag
were received. Accordingly, all of from net exports underpinned further
these instruments remained in effecsolid gains in production, employment,
in their existing form. The Committee and income. Inflation remained subdued
discussed proposed changes to tha@espite very tight labor markets.
Program for Security of FOMC Nonfarm payroll employment re-
Information to update the documentcorded robust increases in November
with regard to certain security classifica-and December. Although manufacturing
tions and access to confidential FOMQGxperienced further sizable job losses
information. The Committee decidedover the two months, strong employ-
to continue its discussion at a latement gains were achieved in construc-
meeting. tion, retail trade, and the services indus-
By unanimous vote, the minutes oftries. The civilian unemployment rate
the meeting of the Federal Open Markefell to 4.3 percent in December, and
Committee held on December 22, 1998pther measures of labor conditions also
were approved. indicated that labor markets remained
The Manager of the System Opemuite tight through year-end.
Market Account reported on recent Industrial production rebounded in
developments in foreign exchange marbecember from a small November
kets. There were no open market operadecline. Industrial output strengthened
tions in foreign currencies for the Sys-for the fourth quarter as a whole, largely
tem’s account in the period since theeflecting a surge in the production of
previous meeting, and thus no vote wasotor vehicles and parts that more than
required of the Committee. offset sizable reductions in mining and
The Manager also reported on develutility output. The manufacture of high-
opments in domestic financial marketdech equipment surged further and the
and on System open market transproduction of construction supplies
actions in government securities andtayed on a brisk upward trend while
federal agency obligations during theactivity in other manufacturing catego-
period December 22, 1998 through Febries remained weak. On balance, output
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in manufacturing expanded at about thable to a pickup in purchases of motor
same pace as capacity, leaving the faaeehicles and aircraft. Elsewhere, invest-
tory operating rate unchanged at a relament in high-tech equipment expanded
tively low level. rapidly further, while spending for other
Consumer spending, supported byypes of durable equipment decelerated
further sizable gains in income and nesomewhat. Nonresidential construction
worth, remained robust through yearactivity apparently rose moderately in
end. Retail sales rose sharply in thehe fourth quarter. Office construction
fourth quarter. Expenditures for durablepicked up further in an environment of
goods, particularly motor vehicles, werefalling vacancy rates and rising rental
very strong. Outlays for nondurablecosts, but other building activity
goods were brisk despite sluggistremained sluggish.
growth in spending for apparel. Unsea- The pace of business inventory
sonably mild weather held down spendinvestment in October and November
ing for energy services in Novemberwas slightly above that of the third
and December, but purchases of otheguarter, but in comparison with strong
types of services recorded moderatsales inventory positions were relatively
increases. Surveys in early 1999 indifean in most industries. In manufactur-
cated buoyant consumer sentimening, stocks increased moderately in the
reflecting optimism about personalOctober—-November period, and the
finances and the employment outlook. aggregate stock—shipments ratio was
Residential housing activity contin-in the middle of its narrow range for the
ued to display substantial strength in thgast year. Inventory investment in the
fourth quarter. Single-family housingwholesale sector slowed considerably,
starts remained at a very high level irbut much of the swing reflected the
December, and sales of new homes ionusually early harvest of farm prod-
that month were only slightly below the ucts. The inventory—sales ratio for this
record established in November. Salesector was still at the top of its range
of existing homes hit a record highfor the last year, and inventory over-
in December. Unseasonably favorabléangs persisted in metals and minerals,
weather extended the construction seanachinery, and chemicals. Retailers
son in some areas of the country, bustepped up their inventory accumula-
low mortgage rates, rapid employmention in the October—November period.
growth, rising net worth, and specialHowever, sales were robust and the
financing programs designed to broademventory—sales ratio for this sector con-
opportunities for homeownership weretinued to trend downward.
important factors in the strength of home The average deficit on U.S. trade
sales. Multifamily housing starts edgedn goods and services for October
lower in the fourth quarter as a Decem-and November was a little smaller than
ber increase partially reversed a Novemthe rate for the third quarter. The value
ber decline; rents have continued to risef exports for the two-month period
in real terms over the last several yeargpse considerably, with the largest
but vacancy rates have changed little. gains occurring in automotive products
Business fixed investment picked upshipped to Canada, aircraft, machinery,
markedly in the fourth quarter after theagricultural products, and services. The
small decline of the previous quartervalue of imports also moved up, but
Much of the surge in spending on pro-by less than the value of exports. While
ducers’ durable equipment was attributthe increases in imports were wide-
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spread across trade categories, particabout 44 percent and that did not con-
larly large advances were recorded fotain any bias with regard to the direction
automotive products from Canada anaf possible adjustments to policy during
Mexico and for computers. The avail-the intermeeting period. In the Commit-
able data suggested a weaker economiee’s view, the stance of policy appeared
performance in most of the majorto be consistent with its objectives of
foreign industrial countries in the fostering sustained low inflation and
fourth quarter; economic activity likely high employment, and the risks to this
fell further in Japan, and economicoutlook were reasonably well balanced
growth apparently slowed in most coun-over the near term.
tries of the euro bloc. Activity in most  Open market operations during the
Asian developing countries remainedntermeeting period were directed
depressed, though some seemed to beward maintaining the federal funds
approaching a trough and Korearate at the Committee’s desired level. In
appeared to be in the early stages of the event, however, the rate averaged a
recovery. Moreover, economic condi-little below its intended level, largely
tions worsened in most Latin Americanreflecting the efforts of the Trading Desk
economies. to keep reserve pressures around year-
Inflation remained low in 1998. Con-end to a minimum. Other short-term
sumer prices changed little in Decemmarket rates declined somewhat on bal-
ber, reflecting a sizable drop in energyance, partly owing to the disappearance
prices that offset the large increase irof year-end pressures. Most long-term
tobacco prices put in place after a settleinterest rates changed little over the
ment was reached between states ardtermeeting period, but Treasury bond
the tobacco makers. For 1998 as gields moved up slightly on balance,
whole, CPI inflation was slightly lower apparently in response to incoming data
than in 1997; a substantial decline insuggesting stronger-than-expected eco-
energy prices more than offset a sizableomic growth.
pickup in food inflation and a small In foreign exchange markets, the
increase in core inflation. At the pro-trade-weighted value of the dollar
ducer level, prices of finished goodsappreciated slightly on balance over
edged down in 1998 following an the period. A small decline in the dollar
appreciable decline in 1997. Whilerelative to other major currencies was
finished energy prices fell by more inmore than offset by the dollar's appre-
1998, finished food prices were downciation in terms of the currencies of a
only slightly and prices of core finishedbroader group of countries that also are
goods turned up after having beerimportant trading partners of the United
unchanged in 1997. Growth of hourlyStates. The dollar appreciated against
compensation of private industry work-the euro following the release of data
ers slowed considerably in the fourthconfirming a slowdown of economic
quarter of 1998, and the increase irgrowth in much of the euro area and the
hourly compensation for the year wasabsence of inflationary pressures, and it
little changed from that of 1997. rose against the British pound after the
At its meeting on December 22, 1998 Bank of England unexpectedly cut its
the Committee adopted a directive thatepo rate. Moreover, the economic crisis
called for maintaining conditions inin Brazil apparently contributed to an
reserve markets that were consisterihcrease in the dollar relative to some
with an unchanged federal funds rate oémerging market currencies. Against the



210 86th Annual Report, 1999

yen, however, the dollar fell in early jected to rise somewhat over the projec-
January to its lowest level in more thantion horizon, largely as a result of an
two years, evidently in response to shargxpected upturn in energy prices.
increases in yields on Japanese bonds, In the Committee’s discussion of cur-
but the decline was partially reversedent and prospective economic condi-
subsequently. tions, members referred to continuing
M2 and M3 continued to expand rap-indications of an exceptional economic
idly in December, with their liquid com- performance that was characterized by
ponents, especially money market fundghe persistence of quite low inflation
registering particularly large increasesdespite very high and rapidly rising lev-
The effects of recent monetary policyels of overall output and employment.
easings in reducing the opportunity cost¥he members currently saw few signs
of these components, strong growth irthat the economic expansion had moder-
GDP, and perhaps continued heighteneated to a more sustainable rate, but most
demands for liquid and safe assetsontinued to anticipate substantial slow-
seemed to have contributed to this pering over the year ahead to a pace close
formance. Available data for Januaryto or somewhat above that of the econo-
pointed to appreciable moderation in theny’s long-run potential. While many
growth of both aggregates. From theagreed that such an outlook was sub-
fourth quarter of 1997 to the fourthject to greater upside risk than they
quarter of 1998, M2 and M3 rose athad anticipated a few months ago—
rates well above their annual rangesgiven the abatement of market turmoil
while total domestic nonfinancial debtand positive business and consumer
expanded at a pace somewhat above tlsentiment—such factors as the waning
middle of its range. effects of the earlier increases in stock
The staff forecast prepared for thismarket wealth on consumer spending
meeting pointed to a substantial moderaand some slowing in the extraordinary
tion in the expansion to a rate com-growth in business expenditures for
mensurate with the growth of the econ-equipment were likely to exert a moder-
omy’s potential. Growth of private final ating effect on the expansion. Moreover,
demand would be damped by the anticipotentially greater weakness in foreign
pated waning of positive wealth effectseconomies and possible disruption to
stemming from earlier large increases irforeign financial markets remained a
equity prices and by slow growth ofdownside risk to the outlook. Against
spending on consumer durables, houghis background, the members generally
ing units, and business capital goodsinticipated some pickup in inflation,
after the earlier buildup in the stocks ofthough to a still relatively low rate,
these items. Subdued expansion of forprimarily as last year's declines in
eign economic activity and the laggedoil and other import prices were not
effects of the earlier rise in the foreignrepeated. A number referred, however,
exchange value of the dollar wereto the experience of recent years, which
expected to place continuing, thouglsuggested that the inflation process
diminishing, restraint on the demand forwas not well understood and that infla-
U.S. exports for some period ahead antlon forecasts were subject to a wide
to lead to further substitution of importsrange of uncertainty.
for domestic products. Pressures on In keeping with the practice at meet-
labor resources were likely to remainings just before the Federal Reserve's
near current levels and inflation was prosemiannual monetary policy report
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to Congress and the Chairman’s assde the problems facing Brazil and the
ciated testimony, the members of theisk that further financial and economic
Committee and the Federal Reservinstability in that nation would spread
Bank presidents not currently serving aso other Latin American countries, with
members had provided individual pro-repercussions on the U.S. economy.
jections of the growth in real and nomi-Markets in the major trading nations
nal GDP, the rate of unemployment, andiround the world were likely to remain
the rate of inflation for the year 1999.on the soft side, with Japan struggling
Their forecasts of the rate of expansiorio recover from its ongoing recession
in real GDP in 1999 had a central ten-and economic growth in Europe show-
dency of 22 to 3 percent and a full ing signs of becoming more sluggish.
range of 2 to 3> percent. Such growth  Robust domestic demand clearly had
was expected to be associated with affset weakness in net exports by a large
civilian unemployment rate in a rangemargin in 1998, and while the growth in
centering on % to 4%2 percent in the such demand was projected to slow this
fourth quarter of this year, implying year it was expected to remain sufficient
little or no change from the currentto support appreciable further expansion
level. With regard to nominal GDP in overall economic activity. Consumer
growth in 1999, the forecasts werespending had exhibited considerable
mainly in a range of 4 to ¥ percent, vigor during the recent holiday season
with an overall range of B to 5 per- and anecdotal reports from several
cent. Projections of the rate of inflation,regions suggested that the momentum in
as measured by the consumer priceuch spending had carried into the open-
index, had a central tendency of 2 tang weeks of this year. Further, though
2%> percent, somewhat above the outprospectively moderating, growth in
come for 1998 when the rise in thejobs and incomes, supportive credit con-
index was held down by a markedditions, and upbeat consumer sentiment
decline in energy prices and reduceduggested that consumer expenditures
prices of non-oil imports. were likely to be well maintained over
In their review of developments coming quarters. Even so, members
across the nation, members reported anticipated at least some moderation in
mix of high overall levels of economic the growth of consumption after an
activity in every region but softness inextended period of sizable accumulation
a number of specific business activitiespf consumer durable goods. Among
notably those affected by foreign com-other factors, the positive effects on con-
petition. In particular, many manufac-sumer spending of the large accumula-
turing firms along with businessestion of stock market wealth in recent
engaged in agriculture, mining, andyears were likely to abate over time in
energy were being adversely affected byhe absence of a further and unantici-
weak demand in foreign markets, strongpated surge in stock market prices.
import competition, and depressed oil Growth in business capital spending
and other commodity prices in worldalso was expected to moderate as the
markets. Foreign developments wergear progressed to a pace well below
seen as a continuing element of weakthat experienced in recent years. Mem-
ness for the U.S. economy and also as laers commented in this regard that slow-
major source of uncertainty in the out-ing growth in overall spending normally
look for the year ahead. In this regardostered reduced capital investment, and
many members referred in particularindeed developments in the second half
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of 1998 suggested that such investmemhent, and the absence of any buildup of
might already be on a less strongnflation could not be explained in terms
uptrend. Moreover, the prospects obf normal historical relationships. While
reduced growth in profits and a lesgsemporary factors, such as declining oil
ebullient stock market could also beprices, had played a role in depressing
expected to damp business fixed invesinflation, the persistence of very low
ment. Nonetheless, growth in suchinflation under these conditions most
investment likely would continue to likely also resulted from more lasting
exceed that of overall spending, reflectehanges in economic relationships.
ing ongoing efforts to improve effi- These were perhaps best evidenced by
ciency and hold down labor costs inthe widespread inability of business
highly competitive markets and morefirms to raise prices because of strong
generally to take advantage of thecompetitive pressures in domestic and
declining costs of business equipmenglobal markets and the related efforts to
and the rapid pace of technologicahold down costs, including labor costs.
innovation. Members also cited reportgContributing importantly to the success
from contacts in various sectors of theof those cost-saving efforts were the
economy and areas of the country thatontinued rapid growth of increasingly
business plans continued to call forefficient business capital. The accumula-
substantial outlays for business equiption of such capital evidently had greatly
ment. Nonresidential building activity enhanced productivity in a broad range
remained robust in several regions, bubf economic activities. In this regard,
given already ample capacity in manyavailable indicators suggested that pro-
sectors, the prospects for such construchuctivity gains had essentially matched
tion were relatively weak. increases in labor costs for nonfinancial
Housing activity had continued to dis-corporations over the past year. Mem-
play impressive strength in many partders also cited widespread expectations
of the country, evidently reflecting rapid of low inflation as an important under-
growth in employment and incomes, risdying factor in moderating wage and
ing household net worth, and low mort-price increases.
gage interest rates. With the affordabil- Looking ahead, an abatement or
ity of new homes expected to remairreversal of some of the temporary fac-
unusually attractive, the members anticitors reducing prices was likely to raise
pated that housing activity would be susmeasured inflation. The course of under-
tained at a high level. Some moderationying inflation pressures was more diffi-
in housing starts from recent peak levelgult to gauge, however. If growth slowed
appeared likely, however, in the contexto trend, as many expected, uncertainty
of the slowing in job and income gainsabout evolving relationships among eco-
associated with the members’ overalhomic activity, productivity growth, and
forecasts. wages made it unclear whether the
With regard to the outlook for infla- enhanced competitiveness in many mar-
tion, the members saw no evidence okets and greater cost reducing efforts of
accelerating price inflation despite highbusinesses would be sufficient to con-
levels of business activity and verytinue to hold price increases in check at
tight labor markets across most of thehe current degree of tautness in labor
nation. Indeed, the conjuncture over amarkets. Members generally agreed that
extended period of strong economidf labor markets continued to tighten,
growth, very low rates of unemploy- cost and price pressures would begin to
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pick up. Some members also expressed have included some rechanneling
concern that rapid money growth,of financial flows into money-type
should it persist, would suggest thabalances after an extended period of
monetary policy was too accommodasurging stock market prices and the
tive to contain inflation pressures. Ondrop in the opportunity cost of holding
balance, while a somewhat less favormoney as market interest rates fell over
able inflation performance was viewedhe latter part of the year. The expan-
as likely over the year ahead, the memsion of M3 was further stimulated by
bers did not anticipate any substantiathe ongoing strength in institution-only
deterioration in the inflation climate money market funds whose popularity
if growth in economic activity approxi- as a cash management tool continued to
mated the central tendency of theigrow.

forecasts. The calming of financial markets and

In keeping with the requirements offorecasts of moderating nominal GDP
the Full Employment and Balancedgrowth pointed to reduced growth in the
Growth Act of 1978 (the Humphrey—broad monetary aggregates this year.
Hawkins Act), the Committee reviewedHowever, it was clear that substantial
the ranges for growth of the mone-uncertainty still surrounded any projec-
tary and debt aggregates in 1999 that iion of monetary expansion and the link-
had established on a tentative basis inge between particular rates of money
early July 1998. Those ranges includedrowth over a year and the basic objec-
expansion of 1 to 5 percent for M2 andtives of monetary policy. In these cir-
2 to 6 percent for M3, measured fromcumstances, the members did not see
the fourth quarter of 1998 to the fourthany firm basis for deviating from the
quarter of 1999. The associated rangpractice in recent years of setting ranges
for growth of total domestic nonfinan- that, assuming velocity behavior consis-
cial sector debt was provisionally set atent with average historical patterns,
3 to 7 percent for 1999. The tentativewould serve as benchmarks for mone-
ranges for 1999 were unchanged frontary expansion consistent with longer-
the ranges that had been adopted for thein price stability and a sustainable rate
past several years. of real economic growth.

All the members endorsed a proposal Domestic nonfinancial debt, which
to adopt the growth ranges for M2 anchad grown at a rate in the upper part of
M3 in 1999 that had been established oits 3 to 7 percent range in 1998, was
a provisional basis in July of last yearthought likely to remain within that
According to a staff analysis, growth ofrange this year, indeed near the mid-
these aggregates would moderate comoint of the range according to a staff
siderably this year but was likely toanalysis. Outstanding federal debt was
remain above the tentative ranges, espexpected to contract by a larger amount
cially in the case of M3. The rapid this year and, given current economic
growth of M2 and M3 in 1998 was forecasts, the debt of the major nonfi-
associated with outsized declines in theinancial sectors of the economy seemed
velocities that appeared to have resultelikely to grow a bit more slowly. Thus,
in part from the turbulent behavior ofthe members saw no reason to depart
financial markets and related efforts byfrom the tentative range for nonfinancial
the public to move funds to relatively debt, which was expected to readily
safe and liquid assets and to turn t@ncompass the likely rate of growth in
banks for credit. Other factors appeathis aggregate.
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At the conclusion of this review, the persistence of subdued inflation
the Committee voted to approve with-and the absence of current evidence of
out change the ranges for 1999 that iaccelerating inflation were seen as argu-
had established on a tentative basigg against a policy tightening move at
on July 1, 1998. Accordingly, the fol- this point. Moreover, it was clear that
lowing statement of longer-run policy the outlook for economic activity was
and growth ranges for 1999 wassubject to considerable uncertainty and
approved for inclusion in the domesticthat some shortfall from current fore-
policy directive: casts, perhaps in conjunction with unex-

pectedly adverse trade and financial

The Federal Open Market Committeeinfluences stemming from develop-
seeks monetary and financial conditions thatnents abroad, might materialize and

will foster price stability and promote sus- damp inﬂationary demand pressures.
tainable growth in output. In furtherance of

these objectives, the Committee at this meeEve_n_ in the abs_,encg of greater-the_\n-
ing established ranges for growth of M2anticipated slowing in the economic

and M3 of 1 to 5 percent and 2 to 6 percen€Xxpansion, the experience of recent
respectively, measured from the fourth quaryears had amply demonstrated that the

ter of 1998 to the fourth quarter of 1999. ThEre|ati0nship between demand pressures

range for growth of total domestic nonfinan-5, resources and inflation was not fol-
cial debt was set at 3 to 7 percent for,_ . historical patt dd |
the year. The behavior of the monetar)JOW'ng IStorical patterns, and develop-

aggregates will continue to be evaluatedn€nts exerting a more lasting moderat-
in the light of progress toward price leveling effect on inflation, such as more
stability, movements in their velocities, an_dproductive capital investment and effec-
developments in the economy and financigfje access to spare capacity overseas,
markets. could help to contain inflation for some
. . time. Against this background, the mem-
gg;?f’ {\%Dtg;]souzcé:orgo‘gﬂr]%s,es:rs#e%rﬁggr;perS. agreed on the negd to continge to
Gramlich, Kelley, McTeer, Meyer, Monitor the economy with care for signs
Moskow, Ms. Rivlin, and Mr. Stern. Votes either of a potential upturn in inflation
against this action: None. or greater softness in the expansion than
they were currently forecasting and to
In the Committee’s discussion of pol-be prepared to respond promptly in
icy for the intermeeting period ahead, alleither direction.
the members favored an unchanged pol- In light of the uncertainties and diver-
icy stance. Many were concerned thasity of risks surrounding the economic
the odds were tilted toward rising infla-outlook, most members were in favor of
tion over time, especially if the expan-retaining the existing symmetry of the
sion did not slow to a more sustain-directive. In one view, however, the
able rate. Members commented that thasks of rising inflation were strong
market unsettlement that had in largeenough to warrant consideration of an
measure prompted the Committee’sasymmetrical directive that was tilted
easing actions during the fall had nowtoward restraint. Nonetheless, since
lessened appreciably. In the view ofinflation was difficult to predict and any
some, those actions might need to beeeded adjustment to policy in the
reversed, at least in part, to restore whaieriod ahead could readily be imple-
they regarded as a policy stance thanhented even with a symmetrical direc-
seemed most likely to prove consistentive, all the members indicated that they
with desirable economic trends. Still,could accept such a directive.
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At the conclusion of this discus- will foster price stability and promote sus-
sion, the Committee voted to authorizdainable growth in output. In furtherance of

and direct the Federal Reserve Banfpese objectives, the Committee at this meet-

- . Ing established ranges for growth of M2
of New York, until it was instructed and M3 of 1 to 5 percent and 2 to 6 percent

otherwise, to execute transactions ifespectively, measured from the fourth quar-
the System Account in accordanceer of 1998 to the fourth quarter of 1999. The
with the following domestic policy range for growth of total domestic nonfinan-
directive: cial debt was set at 3 to 7 percent for the
year. The behavior of the monetary aggre-
The information reviewed at this meetinggates will continue to be evaluated in the
suggests that the economy expanded rapidlight of progress toward price level sta-
in the closing months of 1998. Nonfarmbility, movements in their velocities, and
payroll employment posted strong gainglevelopments in the economy and financial
in November and December, and the civil-markets.
ian unemployment rate fell to 4.3 percent To promote the Committee’s long-run
in December. Total industrial productionobjectives of price stability and sustainable
strengthened in the fourth quarter, owing ireconomic growth, the Committee in the
large measure to a surge in the productioimmediate future seeks conditions in reserve
of motor vehicles and parts. Total retail salegnarkets consistent with maintaining the
rose sharply in the fourth quarter, and homdederal funds rate at an average of around
sales and housing starts increased apprecid¥s percent. In view of the evidence cur-
bly. Available indicators suggest that busi-rently available, the Committee believes that
ness capital spending picked up markedly iprospective developments are equally likely
the fourth quarter after a lull in the third. In to warrant an increase or a decrease in the
November, the nominal deficit on U.S. tradefederal funds rate operating objective during
in goods and services was somewhat largéhe intermeeting period.
than in October, but the combined October—
November deficit was slightly smaller than Votes for this action: Messrs. Greenspan,
its third-quarter average. Inflation has McDonough, Boehne, Ferguson, Gram-
remained subdued despite very tight labor lich, Kelley, McTeer, Meyer, Moskow,
markets. Ms. Rivlin, and Mr. Stern. Votes against
Most short-term interest rates have this action: None.
declined somewhat on balance since the
meeting on December 22, while longer-term

rates have changed little. Share prices 5 nget Legislation Relating to

equity markets have posted further siz .
able gains on balance over the intermeetin]j'umphrey—""'J‘kaS Reports

period. In foreign exchange markets, th . .

trade-weighted value of the dollar has depree-rhe Committee discussed the Federal
ciated slightly over the period in relation Reports Elimination and Sunset Act of

to other major currencies but it has appreci1995 which provides for the termination

ated somewhat in terms of the currencies off the legal requirements for semi-

a broader group that also includes othegnnual Humphrey—Hawkins reports to

important trading partners of the United ; ;
States. M2 and M3 continued to record(-:omgr(:"SS after 1999. At this meeting,

very large increases in late 1998, but availthe members agreed that the semi-
able data pointed to some moderatioRNnual reports and associated Congres-
in January. From the fourth quarter of 1997sional hearings had been quite useful
to the fourth quarter of 1998, both aggre-and should be continued. They had
?atgs rose al‘t rates weTII f‘tl’oge thet_comm]j_tgiven the Committee an effective means
ee’s annual ranges. Total domestic nonfiz o - :
nancial debt expanded at a pace somewh 2 e>.(pla|n Its pO“C.'eS anq communicate
above the middle of its range in 1998. Its views on a variety of issues and had

The Federal Open Market Committee€nhanced its accountability to the public
seeks monetary and financial conditions thaand the Congress.
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Sale of Euro Reserves

In a notation vote completed on
March 22, 1999, the Committee unani-
mously approved an off-market sale
of approximately $4.8 billion equivalent
of the System’s euro reserves to the
Exchange Stabilization Fund (ESF). In
return, the System received $3.4 billion
in dollars and $1.4 billion equivalent of
Japanese yen from the ESF. The transac-
tion reduced the System’s overall hold-
ings of foreign currencies to the level of
those held by the ESF and left the result-
ing balances of euro and yen equal in

both the System and ESF accounts.

It was agreed that the next meeting of
the Committee would be held on Tues-

day, March 30, 1999.

The meeting adjourned at 11:40 a.m.

on February 3, 1999.

Donald L. Kohn

Secretary

Meeting Held on
March 30, 1999

A meeting of the Federal Open Market
Committee was held in the offices of the
Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, March 30, 1999, at

9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer
Mr. Meyer
Mr. Moskow
Ms. Rivlin
Mr. Stern

Messrs. Broaddus, Guynn, Jordan,
and Parry, Alternate Members
of the Federal Open Market
Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
St. Louis respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Prell, Economist

Ms. Johnson, Economist

Messrs. Cecchetti, Hooper, Hunter,
Lang, Lindsey, Slifman, Stockton,
and Rosenblum, Associate
Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division
of Research and Statistics, Board
of Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Mr. Reinhart, Deputy Associate
Director, Division of Monetary
Affairs, Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Ms. Pianalto, First Vice President,
Federal Reserve Bank of
Cleveland
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Ms. Browne, Messrs. Eisenbeis, The information reviewed at this
Goodfriend, Hakkio, Kos, ~ meeting suggested that the economic
Rasche, and Sniderman, Senior oy ansion remained robust early in the

\ég:ﬁergfsgjssrlgsﬁ 'ft(lj:rwrg Reserve year. Consumer spending was particu-

Richmond, Kansas City, larly strong, and housing starts climbed
New York, St. Louis, and higher. While growth of business capital
Cleveland respectively spending moderated somewhat after a
fourth-quarter surge, it was still quite
Messrs. Judd and Weber, Vice rapid. Heavy competition from imports
Presidents, Federal Reserve damped the rise of industrial produc-
Banks of San Francisco and tion; however, employment expansion
Minneapolis respectively remained brisk and labor markets tight.

Price inflation was still low.

By unanimous vote, the minutes of Nonfarm payroll employment posted
the meeting of the Federal Open Markesizable further gains in January and
Committee held on February 2—3, 1999February. Hiring in construction and re-
were approved. tail trade was notably strong, and em-

The Manager of the System Operployment in the service industries con-
Market Account reported on recenttinued to trend higher. By contrast,
developments in foreign exchange marmanufacturing suffered further job
kets. There were no open market operdesses. The civilian unemployment rate,
tions in foreign currencies for the Sys-at 4.4 percent in February, stayed in the
tem’s account in the period since thenarrow 4/ to 4%2 percent range that had
previous meeting, and thus no vote wagrevailed since spring 1998.
required of the Committee. Total industrial production was

The Manager also reported onunchanged in January and rose slightly
developments in domestic financialin February. Gas and oil extraction
markets and on System open markedlumped in January, and mild weather
transactions in government securitiesestrained utility output in February.
and federal agency obligations duringManufacturing production increased
the period February 3, 1999, throughmodestly in both months, reflecting
March 29, 1999. By unanimousstrong increases in the output of high-
vote, the Committee ratified thesetech industries that more than offset
transactions. declines in the production of aircraft

The Committee then turned to a dis-and of motor vehicles and parts. The
cussion of the economic and financiafactory operating rate fell further in the
outlook and the implementation ofJanuary—February period, as the growth
monetary policy over the intermeetingin manufacturing capacity continued to
period ahead. A summary of the ecooutpace the rise in production.
nomic and financial information avail- Consumer spending surged in the
able at the time of the meeting and ofearly months of 1999, supported by rap-
the Committee’s discussion is provideddly rising disposable personal income,
below. The domestic policy directive soaring household net worth, and buoy-
that was approved by the Committeeant consumer sentiment. Attractive pric-
and issued to the Federal Reserve Barikg and the favorable trends in income
of New York follows the summary. and wealth contributed to strong under-
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lying demand for motor vehicles, andover the past twelve months. Retail
substantial gains were recorded in mostventories increased considerably in
other categories of retail sales as wellJanuary, but with sales growing rapidly,
Expenditures on services in Januaryhe aggregate inventory—sales ratio
(latest available data) also exhibitedemained at the bottom of its range over
strength, most notably in spending forthe past year.

energy services, which picked up after The U.S. trade deficit in goods and
an unseasonably warm December. services widened substantially in Janu-

Housing demand remained elevatedary from its fourth-quarter average.
Single-family home sales were still atThe value of exports fell for a third
a very strong level in January (lateststraight month and reached its lowest
data), despite a drop from their recentevel since last August; half of the drop
record high. Housing starts increasedavas in agricultural products. The value
appreciably in the January—Februanpf imports retraced in January most of
period as builders took advantage ofts December decline, with sizable
good weather to try to catch up withincreases recorded for imported con-
backlogged demand. sumer goods, computers, and motor

Business fixed investment appearestehicles from Canada. The economies
to have decelerated noticeably from thef many of the major foreign industrial
very fast pace of the fourth quarter. Dataountries faltered in the fourth quarter.
on shipments of nondefense capitalapan recorded a fifth straight quarterly
goods in January and February sugdecline in economic activity, and growth
gested that business outlays for compuin real output weakened in the euro area
ers and motor vehicles were growingand remained sluggish in the United
less rapidly, and purchases of most otheéfingdom. By contrast, economic activ-
types of durable equipment seemed tidy rebounded in Canada. Elsewhere,
be slowing somewhat. Nonresidentialwhile economic activity continued to
construction activity was down on bal-decline in Latin America and Russia,
ance in January, though the constructiothere were indications that some Asian
of office buildings trended still higher economies might be bottoming out and
and the building of lodging facilities that recovery might be under way in
picked up. Korea.

Total business inventories changed Inflation remained subdued in early
little in January and stocks generallyl999. Both the total and core measures
were at comfortable levels, though conof consumer prices increased only
ditions varied across industries. Manuslightly in January and February, and
facturing stocks fell in January, largelycore inflation for the twelve months
reflecting further reductions in inven-ended in February was somewhat lower
tories of aircraft and parts, and thethan for the year-earlier period. At the
aggregate stock—sales ratio for the se@roducer level, prices of finished goods
tor was at the bottom of its range ovemther than food and energy changed
the past twelve months. In the wholesaldittle over January and February. For the
sector, a reduction in inventories intwelve months ended in February, core
January was concentrated in motor vehiproducer price inflation was somewhat
cles. The decline in stocks was closehhigher than for the year-earlier period,
paralleled by a drop in sales, and théut the pickup partly reflected the large
aggregate inventory—sales ratio for théncrease in tobacco prices that resulted
sector stayed around the top of its rangéom the settlement of the lawsuit
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brought by state attorneys generalMuch of the dollar's upward movement
Average hourly earnings of private pro-came against a subset of major curren-
duction or nonsupervisory workerscies. A large rise in terms of the yen
increased moderately on balance ovesccurred in response to an easing of
the January—February period. The risenonetary policy by the Bank of Japan
in average hourly earnings for thethat reduced the overnight call rate to
year ended in February was noticeablyan extremely low level and fostered a
smaller than that for the year-earlierconsiderable decline in Japanese bond
period. yields. The dollar also rose substantially
At its meeting on February 2—3, 1999,against the euro, which was weighed
the Committee adopted a directive thatlown by signs of continued weakness in
called for maintaining conditions in Germany and, late in the period, by the
reserve markets consistent with armoutbreak of hostilities in the Balkans.
unchanged federal funds rate of aboudmong the emerging countries, the
4%, percent and that did not containBrazilian real depreciated on balance
any bias relating to the direction of pos-against the dollar, although it firmed late
sible adjustments to policy during thein the period as overall financial condi-
intermeeting period. The Committeetions in that country stabilized some-
judged this policy stance to be consiswhat, and the Mexican peso appreciated
tent with its objectives of fostering high against the dollar in association with a
employment and sustained low inflatiorrebound in oil prices.
and, over the near term at least, viewed Expansion of M2 and M3 moderated
the risks to this outlook as reasonablyconsiderably on balance in the early
well balanced. months of 1999 from the rapid increases
Open market operations throughoubf the fourth quarter. The deceleration of
the intermeeting period were directedhese aggregates apparently reflected the
toward maintaining the federal fundswaning effects of the policy easings of
rate at around ¥ percent. Market inter- last autumn in narrowing the opportu-
est rates changed little immediately aftenity cost of holding M2 assets, a slow-
the February meeting because marketown in mortgage refinancing activity,
participants had expected the Commitand a bounceback in household pur-
tee’s decision. Subsequently, howeveghases of stock mutual funds as condi-
Treasury yields moved up significantlytions in financial markets brightened.
in response to incoming data suggestBoth aggregates were estimated to have
ing further robust growth in aggregateincreased over the first quarter at rates
spending, and then retraced much ofomewhat above the Committee’s
the rise after the receipt of favorableannual ranges. Total domestic nonfinan-
news on inflation. Short-term interestcial debt continued to expand at a pace
rates changed little on balance over theomewhat above the middle of its range.
intermeeting interval, and longer-term The staff forecast prepared for this
rates rose somewhat. Key indexes ofmeeting suggested that the expansion
stock market prices recorded mixedvould gradually moderate to a rate
changes. commensurate with the growth of the
The trade-weighted value of the dollareconomy’s estimated potential. Growth
in foreign exchange markets increasedf private final demand would be
somewhat over the intermeeting periodlamped by the anticipated waning of
in relation to the currencies of a broadpositive wealth effects stemming from
group of important U.S. trading partnersearlier large increases in equity prices
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and by slower growth of spending ondeveloping nations were to exhibit more
consumer durables, housing units, andigns of stabilization or improvement.
business equipment after the earlieGiven the persistence of robust growth
buildup in the stocks of these items. Theén domestic demand and the continuing
lagged effects of the earlier rise in theforward momentum in U.S. economic
foreign exchange value of the dollaractivity, many of the members com-
were expected to place continuingmented that the risks to their forecasts
though diminishing, restraint on thewere tilted toward the eventual emer-
demand for U.S. exports for some periodjence of somewhat greater inflation
ahead and to lead to further substipressures. Despite the persistence of
tution of imports for domestic prod- very tight labor markets across the
ucts. Pressures on labor resources weration, however, there currently were
likely to remain substantial. Price infla-only scattered indications of more rapid
tion was projected to rise somewhat oveincreases in wages and no evidence of
the projection horizon, largely as a resultising price inflation. The reasons under-
of an expected upward trend in energyying this remarkable economic per-
prices. formance were potentially transitory but
In the Committee’s discussion of cur-also possibly of a longer-term nature.
rent and prospective economic developtower oil and other input prices had
ments, members commented that for aplayed a role. However, it also seemed
extended period most forecasters halikely that accelerating productivity
been projecting slower economic growtthelped to account for the economy’s
and higher inflation than actually hadability to sustain not only higher rates
materialized. With regard to output, cur-of growth of output but also relatively
rent indicators provided little evidencelow levels of unemployment, at least
of any moderation in the pace of thefor a time, without generating higher
expansion from the robust growth expeinflation.
rienced on average over the last few In their review of developments
years. Even so, most members viewedcross the nation, the members reported
a slowing to a rate closer to most estisustained, and in some areas rising,
mates of the growth of the economy’soverall growth in regional economic
potential as a reasonable expectatioractivity. At the same time, some sectors
They agreed, however, that the timingvere continuing to experience varying
and extent of such moderation werelegrees of softness, notably those most
subject to a wide range of uncertaintyaffected by developments abroad such
Factors expected to foster slower growttas manufacturing, agriculture, and
in key demand sectors of the economygnergy. A number of members referred,
included the buildup of large stocks ofhowever, to signs of recent improve-
business equipment, housing units, anthent in manufacturing that appeared
durable goods by households and ato be associated primarily with the
assumption that the stock market wouldtrength of domestic demand but to
play a more neutral role than in recensome extent also with increased demand
years. The effects of domestic demanffom some developing countries.
on domestic production would continue With regard to developments in key
to be damped by further increases irexpenditure sectors of the economy,
the trade deficit, though the offset fromthe members anticipated that growth in
this source might well diminish if finan- consumer spending would retain consid-
cial markets and economies in keyerable upward momentum, given their
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expectations of favorable fundamental®uilding, members reported strong con-
such as further expansion in employstruction activity in many areas, but
ment and incomes, the rise in financiasome also noted that such construction
wealth that had continued through theappeared to have reached a peak, as
first quarter, and ready access to corevidenced in part by signs of overbuild-
sumer credit. Some also referred to théng in a few areas. Moreover, current
currently elevated level of consumerdata suggested little or no growth in
confidence. As time went on, howeverpverall expenditures on nonresidential
it seemed unlikely that growth in con-structures.
sumer spending would be sustained at Residential sales and construction
its recent exceptional pace. The accumwere described as very strong in many
lation of durable goods by consumers irparts of the country and indeed were
recent years should at some point inhibibeing held down in some areas by low
further large increases in spending foinventories of housing available for sale
such goods. Moreover, the favorableand a limited supply of qualified con-
effect of the extended run-up in stockstruction workers. Some members com-
market wealth evidently had been a facmented that housing construction back-
tor in bolstering consumer confidencdogs and unusually mild winter weather
and willingness to spend. While thein many areas had sustained a high level
course of stock market prices could nobf housing construction in recent
reliably be predicted, the market'smonths. Looking ahead, however, mem-
stimulative effect on spending was likelybers observed that residential building
to wane over time in the absence ofctivity appeared to have peaked in
further appreciable advances in pricessome areas and an oversupply of apart-
Current indications of some softening inments was reported in a few major
home sales and reduced mortgage refeities. More generally, the rise in mort-
nancing activity, should they persist,gage rates since last fall and some soft-
also augured less stimulus to consumezning of demand indicators pointed to
spending in coming quarters. less strength in the housing sector. Even
The extraordinary expansion in busi-so, the outlook for jobs and income
ness fixed investment in recent yearsand the buildup of financial wealth con-
fueled to a major extent by purchases o$tituted favorable home affordability
new equipment, was also expected téactors that appeared likely to support
moderate over time as a result of then continuing high level of housing
large buildup and reduced utilization ofdemand, especially in the single-family
capacity and the forecasted slowesector.
growth in final sales. While the prospect Relatively heavy spending on imports
of further declines in the prices of someowing to strong domestic demand and
equipment would encourage continuedow prices likely would exert a continu-
growth in spending, the lower pricesing negative effect on net exports over
were not expected to outweigh thethe next several quarters. Nevertheless,
effects of relatively low capacity usagedemand for U.S. exports could begin to
and more moderate growth in overallpick up, given what now appeared to be
demand in coming quarters. In thisimproved prospects for economic activ-
regard, some signs of deceleration couldy in several emerging market econo-
be detected in the currently availablemies. Financial market conditions had
data, though from extremely rapid ratedbecome more settled in a number of
of growth. With respect to commercialthese economies, and contagion from
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developments in Brazil now seemed tdabor markets would remain relatively
present a reduced threat to that nation'saut and at some point could trigger
trading partners. Even so, foreign-sectofaster increases in labor compensation
forecasts—for industrial as well asand, in turn, rising price inflation. More-
emerging market economies—remainedver, the dissipation or reversal of favor-
subject to considerable downside riskable supply factors—including, for
including uncertainties stemming fromexample, in addition to energy prices the
the recent flare-up of hostilities in thewaning effects of the dollar’'s earlier
Balkans. appreciation, could contribute to higher

In the Committee’s discussion of theinflation expectations and faster nomi-
outlook for inflation, members com- nal compensation increases. In the view
mented that they saw no evidence of angf some others, though, the impact on
acceleration in price inflation despite theprices of the unwinding of the favorable
continuing strength of the economicfactors might well be muted or offset
expansion and the tightness of laboby a possible further uptick in produc-
markets. Anecdotal reports from aroundivity growth. Accelerating produc-
the nation continued to underscore théivity had been spurring investment in
difficulty or inability of most business capacity and intense competition among
firms to raise prices in highly competi- businesses, and had been holding down
tive markets. There were a limited num4abor costs. Furthermore, optimism
ber of reports of relatively sizable about improving productivity was evi-
increases in wages paid to workers witldent in projections of business profits
skills in especially short supply, but onand the high level of equity prices. In
the whole employers were successful imny event, it was clear that forecasts in
holding down increases in labor com-recent years typically had overstated the
pensation and offsetting them throughise in inflation, and a great deal of
improvements in productivity. Indeed,uncertainty surrounded the extent to
increases in unit labor costs, at leasivhich productivity gains and other fac-
in the nonfinancial corporate sectortors, some unspecified, might continue
and perhaps more widely as well, hado hold down inflation in a period of
declined to a very low rate over the pastobust economic growth and relatively
yeatr. tight labor markets.

The members saw little reason to Inthe Committee’s discussion of pol-
anticipate any significant, continuingicy for the intermeeting period ahead, all
increase in inflation in the near term.the members indicated that they favored
Inflation was expected to rise, owing toan unchanged policy stance. Several
the recent hikes in oil prices, but thecommented that they saw no significant
increase should be limited. And withchanges in the tenor of recent statistical
little evidence of rising pressures onand anecdotal reports that would consti-
prices at early stages of production or otute the basis for an adjustment to policy
nominal wages, inflation should remainor a greater presumption that policy
contained for a time. However, somemight need to be changed soon. Many
members were concerned about the risteferred in particular to the absence of
that sustained rapid growth in aggregatany warning signs of accelerating infla-
demand would stretch markets evenion over the near term as a major con-
more. Even presuming that growth insideration in support of a steady policy
economic activity would moderate to aat this time. In the view of some, how-
pace close to the economy’s potentialever, the next policy action was more
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likely to be a firming than an easing.also was noted that a biased directive
They saw a greater likelihood thatwould not be consistent with the mem-
tight—and perhaps tightening—Ilaborbers’ view that a policy adjustment
markets would add to price pressuresvas unlikely in the period just ahead.
than that demand would falter or thatMoreover, while the Committee’s
inflation would decrease further. Yetdisclosure procedures do not always
they recognized that such forecastsequire the immediate announcement of
were subject to a substantial degree d shift in symmetry, the members agreed
uncertainty. This argued for a cautioughat were they to announce a shift to a
approach to any policy change, espetightening bias, it would likely have in
cially in light of an economic perfor- current circumstances a relatively pro-
mance that had not conformed to hishounced and undesired effect on finan-
torical patterns in recent years. While acial markets. In particular, the markets
number of members noted that a casmight well build in higher odds of a
might be made for unwinding part of thepolicy tightening move at the May or
Committee’s easing actions during thelune meetings than currently was con-
fall of last year, given the recovery insistent with the members’ thinking. It
financial markets and the improvementlso seemed desirable to defer any
in the economic outlook since then, theychange in the directive and await further
argued that the incoming data andlevelopments relating to the hostilities
prospects for sustained favorable econ the Balkans.
nomic performance did not support At the conclusion of this discussion,
such an action. The members concludethe Committee voted to authorize and
that the Committee was in a positiondirect the Federal Reserve Bank of New
to wait for developments to unfold, York, until it was instructed otherwise,
especially given the absence of anyo execute transactions in the System
evidence of an impending acceleratiorAccount in accordance with the follow-
of underlying inflation. If the risks of ing domestic policy directive:
higher inflation intensified, it would still
have time to take action to head off price
pressures in order to foster sustained The information reviewed at this meeting
economic growth and a high level ofsuggests that the expansion in economic
employment. Many of the membersactivity is still robust. Nonfarm payroll
. . ~employment posted sizable further gains in
emphasized, however, ’.[hat n ,SUCh C'rJanuary and February, and the civilian unem-
cumstances the Committee might neegioyment rate remained below/# percent.
to act promptly to forestall a buildup of Total industrial production edged higher over

inflationary forces that could destabilizethe first two months of the year. Total retail
the expansion. sales rose sharply further over the two

onths, and housing starts increased appre-
¢ AIItthe memberf. endorsed ? profp?rfa@i]ably from an already elevated level. Avail-
0 retain the existing symmetry ol tN€gp e indicators suggest that business capital

directive with respect to possible adjustspending decelerated in early 1999 but
ments to policy during the intermeetinggrowth was still relatively rapid. The nomi-
period. While many believed that thenal deficit on U.S. trade in goods and ser-

next policy move likely would be in the vices widened substantially in January from
ts fourth-quarter average. Inflation has

direction of some tightening, such .aiemained subdued despite very tight labor
outcome was not a foregone conclusiony,;rkets.

and in any event the timing of the next Short-term interest rates have changed
policy action was highly uncertain. It littte since the meeting on February 2-3,
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1999, while longer-term rates have risen [t was agreed that the next meeting

somewhat on balance. Key measures of shagf the Committee would be held on
prices in equity markets have registeredl—uesday May 18, 1999.

mixed changes over the intermeeting period. - . .
In foreign exchange markets, the trade- The meeting adjourned at 12:35 p.m.

weighted value of the dollar has risen some-
what over the period in relation to the curren-
cies of a broad group of important U.S.

trading partners, and the appreciation has
been a bit larger against a subset of major
currencies.

M2 and M3 continued to record large eeting Held on
increases in January and February, but avaiEﬂa 18. 1999
able data pointed to substantial moderatio y ’
in March. Both aggregates are estimated %

Donald L. Kohn
Secretary

have increased over the first quarter at rat mee_tlng of the Federal Op_en Market
somewhat above the Committee’s annuaFommittee was held in the offices of the
ranges. Total domestic nonfinancial debt haBoard of Governors of the Federal
continued to expand at a pace somewhdReserve System in Washington, D.C.,
above the middle of its range. on Tuesday, May 18, 1999, at 9:00 a.m.

The Federal Open Market Committee
seeks monetary and financial conditions that

will foster price stability and promote sus- Present:

tainable growth in output. In furtherance of

these objectives, the Committee at its meet-
ing in February established ranges for
growth of M2 and M3 of 1 to 5 percent and

2 to 6 percent respectively, measured from
the fourth quarter of 1998 to the fourth quar-
ter of 1999. The range for growth of total

domestic nonfinancial debt was set at 3 to
7 percent for the year. The behavior of the
monetary aggregates will continue to be
evaluated in the light of progress toward
price level stability, movements in their

velocities, and developments in the economy
and financial markets.

To promote the Committee’s long-run
objectives of price stability and sustainable
economic growth, the Committee in the
immediate future seeks conditions in reserve
markets consistent with maintaining the fed-
eral funds rate at an average of around
4%, percent. In view of the evidence cur-
rently available, the Committee believes that
prospective developments are equally likely
to warrant an increase or a decrease in the
federal funds rate operating objective during
the intermeeting period.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Ferguson, Gram-
lich, Kelley, McTeer, Meyer, Moskow,
Ms. Rivlin, and Mr. Stern. Votes against
this action: None

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Ferguson

Mr. Gramlich

Mr. Kelley

Mr. McTeer

Mr. Meyer

Mr. Moskow

Ms. Rivlin

Mr. Stern

Messrs. Broaddus, Guynn, Jordan,
and Parry, Alternate Members
of the Federal Open Market
Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
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Messrs. Alexander, Cecchetti, Hooper, previous meeting, and thus no vote was
Hunter, Lang, Lindsey, Rolnick,  required of the Committee.
B isis_The Manager also reported on covel-

opments in domestic financial markets
and on System open market transactions
in government securities and federal
agency obligations during the period

Messrs. Madigan and Simpson, March 30, 1999, through May 17, 1999.
Associate Directors, Divisions By unanimous vote, the Committee rati-
of Monetary Affairs and Research fied these transactions.
and Statistics respectively, Board  The Committee voted unanimously to
of Governors extend for one year beginning in mid-

December 1999 the reciprocal currency

(“swap”) arrangements with the Bank

of Canada and the Bank of Mexico. The

arrangement with the Bank of Canada is

Ms. Low, Open Market Secretariat N the amount of $2 billion equivalent
Assistant, Division of Monetary ~ and that with the Bank of Mexico in the

Mr. Fisher, Manager, System Open
Market Account

Mr. Reinhart, Deputy Associate
Director, Division of Monetary
Affairs, Board of Governors

Affairs, Board of Governors amount of $3 billion equivalent. Both
arrangements are associated with the
Mr. Connolly, First Vice President, Federal Reserve’s participation in the

Federal Reserve Bank of Boston North American Framework Agreement,
which was established in 1994. The vote

Ms. Browne, Messrs. Goodfriend, {0 renew was taken at this meeting
Hakkio, Ms. Krieger, and rather than later in the year to give the
Mr. Sniderman, Senior Vice . Y€« 9
Presidents, Federal Reserve Committee members a timely oppor-
Banks of Boston, Richmond, tunity to discuss whether or not they
Kansas City, New York, and wanted to extend the maturity of the
Cleveland respectively agreements; the terms of the agreements

) ~ require that any decision not to renew be
Messrs. Cunningham and Gavin, Vice communicated to swap line partners at

Presidents, Federal Reserve Bank ;
of Atlanta and St. Louis least 6 months in advance of the swap

respectively maturities. _
The Committee then turned to a dis-

Mr. Trehan, Research Officer, Federal Cussion of the economic and financial
Reserve Bank of San Francisco outlook and the implementation of
monetary policy over the intermeeting
By unanimous vote, the minutes ofperiod ahead. A summary of the eco-
the meeting of the Federal Open Markehomic and financial information avail-
Committee held on March 30, 1999,able at the time of the meeting and of
were approved. the Committee’s discussion is provided
The Manager of the System Operbelow. The domestic policy directive
Market Account reported on recentthat was approved by the Committee
developments in foreign exchange marand issued to the Federal Reserve Bank
kets. There were no open market operasf New York follows the summary.
tions in foreign currencies for the Sys- The information reviewed at this
tem’s account in the period since themeeting suggested that economic activ-
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ity had continued to expand vigorously. Consumer spending has been very
Consumer spending had maintained itstrong this year, supported by rapid
strong forward momentum, and housingncome growth, soaring household net
activity generally had remained at a highworth, and buoyant consumer sentiment.
level. Growth of business capital spendRetail sales edged still higher in April
ing had slowed appreciably but was stillafter recording large gains earlier in
quite rapid. The expansion in industrialthe year. Sales of motor vehicles in
production had quickened recently whileApril again were exceptionally high, and
gains in employment had moderatedutlays for non-auto goods remained
somewhat. Inflation had remained lowrobust. In addition, spending on services
although consumer prices registered grew briskly in the first quarter (latest
sizable rise in April; labor costs weredata available), paced by sharply
still quiescent despite very tight laborincreased outlays for energy, bank and
markets. brokerage services, and recreation.
Growth in nonfarm payroll employ-  Total housing starts fell in April after
ment slowed on balance over Marchseveral months of unusually favorable
and April, but hiring was still relatively weather conditions that had allowed
rapid. Employment gains were concenbuilders to maintain a relatively high
trated in the services, retail trade, andevel of construction activity. Some of
finance, insurance, and real estate catéhe decline in starts apparently reflected
gories. By contrast, manufacturing expeshortages of labor and some types of
rienced further job losses, and construcbuilding materials. However, sales of
tion employment fell on balance overnew homes had fallen somewhat on bal-
the March—April period after having ance thus far this year, and applications
expanded briskly since last fall. Thefor mortgages to finance purchases of
civilian unemployment rate in April, at homes remained below their 1998 peak
4.3 percent, matched its first-quartedespite a recent turn upward.
average. Business capital spending decelerated
Industrial production increased sub-in the first quarter, though to a still rela-
stantially in March and April after a tively rapid pace. Growth of spending
period of sluggish growth. In manufac-on durable equipment was boosted by a
turing, the production of durable goodssurge in outlays for communications
rose rapidly in both months, paced byequipment, brisk expenditures for motor
sharp increases in the output of semiconsehicles, and continuing though less-
ductors and motor vehicles and partsened strength in purchases of comput-
The production of office automationers. Nonresidential building activity
equipment picked up from an alreadyadvanced moderately in the first quarter,
rapid pace in the March—April period, reflecting significant further increases in
and the manufacture of communicationshe construction of office buildings and
equipment surged in April. Although lodging facilities. Building activity in
growth in the output of nondurable other nonresidential categories changed
goods had increased somewhat in recefittle.
months, the level of production was still Total business inventories rose con-
below its year-earlier level. The step-upsiderably in March, mostly reflecting a
in industrial production in recent monthshuge run-up in inventories at automo-
had lifted the rate of utilization of man- tive dealerships. For the first quarter as a
ufacturing capacity, but it remainedwhole, inventory accumulation exclu-
below its long-term average. sive of motor vehicles was near the sub-
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dued pace of late 1998, and stocks geri-atin America might have bottomed
erally appeared to be at fairly low levelsout, with some countries beginning to
relative to sales. In the manufacturingrecover.
sector, inventories fell further in the first  Consumer prices rose substantially in
quarter, largely reflecting reductions ofApril. Energy prices increased sharply,
stocks of aircraft and parts, and thdood prices edged up, and the prices of
aggregate inventory—sales ratio for theonsumer items other than food and
sector in March was somewhat belowenergy rose appreciably. For the twelve
the bottom of its range over the previousnonths ended in April, core consumer
twelve months. The first-quarter rise ininflation was slightly higher than for the
non-auto wholesale inventories wagear-earlier period. Producer prices of
nearly the same as the fourth-quartefinished goods also increased in April,
increase. With sales up appreciablybut by less than consumer prices. Fin-
however, the inventory—sales ratio forished energy prices were up sharply, but
the sector dropped sharply and was nearices of finished foods declined appre-
the bottom of its range for the past yearciably, and prices of core producer
Non-auto retail inventories increasedyoods advanced only slightly. For the
considerably in the first quarter, buttwelve months ended in April, core pro-
sales grew by even more and the aggratucer inflation was up noticeably over
gate inventory—sales ratio was near théhat for the year-earlier period, reflect-
bottom of its range over the last year. ing importantly the sharp increase in
The U.S. trade deficit in goods andprices of tobacco products. In contrast to
services widened substantially in Januprice inflation, labor costs appeared to
ary and February from its fourth-quarterhave remained quiescent. The increase
average, with exports falling sharplyin average hourly earnings was the same
and imports rising strongly. The dropin April as in March, and the rise for the
in exports in the January—Februarywelve months ended in April was sig-
period nearly reversed the large fourthsificantly smaller than that for the year-
quarter increase, with substantiakarlier period.
declines occurring in aircraft, machin- At its meeting on March 30, 1999,
ery, industrial supplies, and agriculturalthe Committee adopted a directive that
products. The jump in imports wascalled for maintaining conditions in
concentrated in consumer goods, autaeserve markets that would be consistent
motive products, computers, and semiwith an unchanged federal funds rate of
conductors. Economic growth continuedabout 44 percent and that did not con-
to be sluggish in many of the majortain any bias relating to the direction of
foreign industrial countries, accordingpossible adjustments to policy during
to the limited information available the intermeeting period. The Committee
for the first quarter. Growth was weakjudged this policy stance to be consis-
on balance in the euro zone and théent with its objectives of fostering high
United Kingdom, and there were fewemployment and sustained low inflation,
signs of economic recovery in Japanwith the risks of different outcomes
However, the expansion in Canaddeing reasonably well balanced, at least
appeared to have remained strong. Elséer the near term.
where, the Korean economy grew vigor- Open market operations throughout
ously in the first quarter, and there werdghe intermeeting period were directed
indications that the slowdown in eco-toward maintaining the federal funds
nomic activity in Southeast Asia andrate at around % percent. The average
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rate for the period was in line with the M2 and M3 recorded sizable
Committee’s target level; however, subincreases in April, apparently arising
stantial fluctuations in the rate associfrom a buildup of liquid accounts by
ated with tax-season uncertainties comhouseholds to make larger-than-usual
plicated reserve management. Yield$inal tax payments. For the year through
on Treasury securities rose appreciabbpril, M2 and M3 had grown less rap-
on balance, with the largest increaseglly than in 1998; even so, M2 was
occurring in intermediate- and longer-estimated to have grown this year at a
term maturities. The climb in ratesrate somewhat above the Committee’s
reflected not only the strength of incom-annual range, and M3 at a rate slightly
ing data on the U.S. economy but als@bove its range. Total domestic non-
improved economic prospects in manyinancial debt continued to expand at a
foreign countries and higher worldpace somewhat above the middle of its
commodity prices. Increasing optimismrange.
about economic conditions in the United The staff forecast prepared for this
States and abroad apparently eased comeeting suggested that the expansion
cerns about the creditworthiness of busiwould gradually moderate to a rate com-
ness borrowers, especially firms of relamensurate with the rise in the econo-
tively low credit standing, and rates onmy’s estimated potential. Growth of
private obligations registered mixedprivate final demand would be damped
changes over the period. Most key meaby the anticipated waning of positive
sures of share prices in equity marketsvealth effects stemming from large
recorded sizable gains over the interincreases in equity prices and by slower
meeting period. growth of spending on consumer dura-
The trade-weighted value of the dol-bles, houses, and business equipment
lar in foreign exchange markets depreciafter the earlier buildup in the stocks
ated somewhat over the intermeetingf these items. The lagged effects of
period in relation to the currencies ofthe rise that had occurred in the foreign
a broad group of important U.S. tradingexchange value of the dollar were
partners. The dollar's decline partlyexpected to place continuing, though
reflected improvements in the economidiminishing, restraint on the demand
and financial outlook for many emerg-for U.S. exports for some period ahead.
ing market economies. The dollar alsd_abor markets were anticipated to
depreciated significantly against theremain tight, and inflation was projected
Canadian and Australian currencies a® increase somewhat on balance over
the prices of metals, oil, and lumberthe projection period, partly as a result
moved higher. By contrast, the dollarof some firming of import prices that,
moved up on balance in terms of then turn, would give domestic firms
euro and the Japanese yen. A reductiosomewhat more leeway to raise their
in the European Central Bank's refi-prices.
nance rate and the diminished prospects In the Committee’s discussion of cur-
for a near-term resolution of hostilitiesrent and prospective economic develop-
in the Balkans weighed on the euroments, members commented that they
The dollar's rise against the yen evi-saw few signs of any moderation in the
dently was partly a response to a declinexpansion of economic activity from the
in the yield on ten-year Japanese gowrapid pace that had prevailed in recent
ernment bonds while dollar yieldsquarters—a pace greater than the growth
moved higher. in the economy’s potential, even though
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the growth of potential was rising as aeral months of the year featured notable
result of accelerating productivity. Forgains in consumer and business expendi-
a number of reasons, they still viewedures and appreciable growth in outlays
some slowing in the expansion to aor residential construction. Underlying
growth rate more in line with that of the strength in these key sectors of the
potential as a reasonable expectatioreconomy was the marked improvement
However, the timing and extent of thein overall financial market conditions
moderation remained subject to substarsince the fall of last year, including the
tial uncertainty. And in light of the per- ample availability of financing on rela-
sistent strength in domestic demand, thévely favorable terms for many borrow-
reduced risks of economic weaknesgrs and the sharp rise in stock market
abroad, and the recovery in U.S. finanprices. Indicators of possible slowing
cial markets, most members believedn these sectors of the economy were
that for the year ahead the odds arounlimited, especially outside of housing.
their forecasts were tilted toward further Consumer expenditures were ex-
robust growth that would add to pres-pected to be well maintained in conjunc-
sures on already tight labor marketstion with projections of appreciable fur-
The latest statistical and anecdotal inforther growth in jobs and incomes and a
mation on wages and prices, whileready availability of financing. A major
somewhat more mixed than earlier, conuncertainty in the outlook for the con-
tinued on balance to present a pictursumer sector was the largely unpredict-
of benign inflation. However, the firm- able behavior of the stock market. The
ing of oil and other commodity prices, very large equity price increases in
the more frequent anecdotal reports ofecent years evidently had contributed
increases in some costs and prices, and high levels of consumer confidence
the most recent CPI statistics could bend robust consumer spending, and the
read as suggesting at least that the trerfdrther gains in those prices thus far this
toward lower inflation was coming to year would continue to bolster spending
an end and perhaps also as harbingers fifr a while. A leveling trend in stock
a less favorable inflation performancemarket prices, should one materialize,
going forward, especially if growth in likely would have a significant restrain-
demand did not slow to a more sustaining effect on consumer confidence and
able pace. A key uncertainty in the outthe growth of spending over time. In
look for inflation related to the prospectsaddition, the substantial accumulation of
for productivity, whose continued accel-durable goods by consumers in recent
eration over the past several quartergears was seen as a constraining influ-
clearly had helped to contain cost presence on spending for such goods going
sures despite widespread indications dbrward.
persistently tight labor markets. On bal- Expenditures by business firms for
ance, while an upward trend in underdurable equipment were expected to
lying inflation had not materialized post further sizable gains this year and
thus far, the members were concernedext, though probably at rates somewhat
that if recent developments continued—below those recorded in recent years.
especially if demand did not slow to aTechnical advances and ongoing com-
more sustainable pace—inflation wagpetitive pressures were likely to remain
more likely to rise over time. relatively stimulative factors, but a num-
The impressive strength in privateber of developments also were antici-
domestic spending during the first sevpated to exert a tempering influence.
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These included the large buildup into Asian markets, lent some support
equipment over the course of recento this outlook. Members commented,
years, some moderation in the growth ohowever, that financial and economic
demand for capital associated withprospects remained worrisome in sev-
slower expansion of overall spendinggeral parts of the world and that the out-
and in these circumstances more slugeok for net exports continued to be
gish growth of business profits. Thesubject to downside risks, albeit to a
behavior of stock market prices alsdesser extent than in late 1998 and early
would play a role in the cost of business1999.
finance and the level of business con- Members expressed concern about
fidence but one that could not readilywhat they now saw as a greater risk of
be predicted. According to anecdotakising inflation even though current indi-
reports, commercial and other nonresieators continued on the whole to point
dential construction activity was at highto quiescent wage and price behavior.
levels in several regions, though conThe recent performance of the CPI and
strained in a number of areas by shortindustrial commodity prices and the
ages of skilled labor and some conmore numerous anecdotal reports of
struction materials. Concerns abouprice and cost increases were reasons
overbuilding were reported in a fewfor added caution about the outlook for
parts of the country. Residential con-nflation, though these developments
struction activity also was at a highstill constituted only very tentative evi-
level, and backlogs had developed irdence of a possible change in inflation
some regions because of shortages tfends. Several members commented in
labor and some building materials.particular that substantial weight should
While these backlogs and continuechot be attached to the one-month jump
affordability of home purchases werein the just-released CPI data. Unexpect-
expected to help sustain residential coredly large gains in productivity had both
struction activity near current levels forcontributed to demand and helped out-
some period of time, statistical and surput to keep pace with the strong growth
vey indicators pointed to some loss ofin demand, but an important portion of
momentum in housing sales and newhat demand also had been met by draw-
construction, perhaps partly in responsag down the pool of available workers
to the rise in long-term interest rates.  and by rapid increases in imports. Infla-
Foreign trade on net was dampingion expectations, while perhaps deterio-
demand pressures on U.S. productiorating a bit recently, were still subdued
capacity, but its negative impact wasand undoubtedly continued to help
thought likely to diminish over time. account for restrained pricing behavior
Factors underlying this outlook includedand for relatively moderate wage
indications of stabilizing or improving demands despite the tightness in labor
financial and economic conditions inmarkets.
several East Asian and Latin American Partly because the economy contin-
countries and expectations of someled to demonstrate a marked ability to
strengthening in European economiesabsorb large increases in demand with-
The resulting impetus to exports wasout generating significant cost and price
projected to be accompanied by a lowepressures, the members did not see a
rate of growth in imports as the expan-ssizable upturn in underlying inflation as
sion of the U.S. economy slowed. Anec-a likely prospect over the next few quar-
dotal reports of rising exports, notablyters. The longer-run outlook was more
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worrisome and would depend impor-tivity were subject to a wide range of
tantly on the extent to which the expan-uncertainty, and there were reasons to
sion put pressure on labor resources. lhelieve that economic growth could well
particular, if that pressure intensified, aslow without any adjustment to policy.
some point further gains in productivity The members recognized that the recov-
would not be able to offset rising wageery in credit markets, the rise in equity
increases. Moreover, the effect on priceprices, and the turnaround in some for-
would tend to be exacerbated by theeign economies could imply that the
ebbing or reversal of temporary factordower federal funds rate established last
that had served to damp inflation;fall was no longer entirely appropriate.
notable among those factors were thélowever, they concluded that given the
upturn in energy prices and the currenprevailing uncertainties in the economic
or prospective firming of commodity outlook it was preferable to defer any
and other import prices as economigolicy action and to monitor the econ-
activity strengthened abroad. With bothomy closely for further signs that infla-
the extent of prospective pressures itionary pressures were likely to rise.
labor markets and the outlook for pro- The members nonetheless agreed
ductivity subject to considerable uncerthat their increased concerns about
tainty, a firmer assessment of the futuré¢he outlook for inflation called for the
course of inflation needed to await fur-adoption of an asymmetric directive
ther developments. that was tilted toward tightening and, in
Against this background, all the mem-keeping with the Committee’s recently
bers supported a proposal to maintaimeaffirmed policy, to announce that
an unchanged policy stance and to adomhange after this meeting. The Commit-
and announce an asymmetric directivéee had said that it would not necessarily
that was tilted toward tightening. publish every change in the symmetry
Although their concerns about the out-of its directive, but this shift to asymme-
look for inflation had increased signifi- try represented a significant change in
cantly since the previous meeting, thehe Committee’s assessment of the risks
members felt that there was still a reaof higher inflation, and its announce-
sonable chance that the current stanament would alert the financial markets
of policy would remain consistent with and the public more generally to this
containing price pressures for somelevelopment. That, in turn, should
period of time. Signs of an actual changencourage stabilizing reactions in finan-
in inflation were still quite tentative cial markets and perhaps reduce the
and anecdotal, and they did not warranbdds of an outsized response if evolving
an adjustment to policy at this meet-circumstances in the near term were to
ing. Moreover, as the experience ofrequire an adjustment to policy that had
recent years had amply demonstratedot previously been anticipated. It was
improvements in productivity growth important that the public, including
might permit the economy to continuethose who participated in financial mar-
to accommodate strong demand fokets, understood the Committee’s re-
some time without generating highersolve to keep inflation at a low level. A
inflation, especially if the growth of number of members emphasized, how-
demand were to moderate somewhat iaver, that the adoption and announce-
the months ahead. In that regard, thenent of an asymmetrical directive
prospective strength of demand presshould not be viewed as necessarily
sures and related outlook for producimplying a near-term policy change or
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indeed any change over time unless cirfinancial debt has continued to expand at a
cumstances warranted. For now, amace somewhat above the middle of its

; ; ; ange.
asymmetric directive represented thé The Federal Open Market Committee

right balance in terms of positioning thegggys monetary and financial conditions that

Committee for possible tightening atwill foster price stability and promote sus-

some point. tainable growth in output. In furtherance of
At the conclusion of this discussion,these objectives, the Committee at its meet-

the Committee voted to authorize and"d in February established ranges for

. rowth of M2 and M3 of 1 to 5 percent and
direct the Federal Reserve Bank of Ne to 6 percent respectively, measured from

York, until it was instructed otherwise, the fourth quarter of 1998 to the fourth quar-
to execute transactions in the Systener of 1999. The range for growth of total
Account in accordance with the follow- domestic nonfinancial debt was set at 3 to
ing domestic policy directive: 7 percent for the year. The behavior of the
monetary aggregates will continue to be
evaluated in the light of progress toward
The information reviewed at this meetingprice level stability, movements in their
suggests continued vigorous expansion inelocities, and developments in the economy
economic activity. Nonfarm payroll employ- and financial markets.
ment moderated on balance over March and To promote the Committee’s long-run
April, and the civilian unemployment rate objectives of price stability and sustainable
in April matched its first-quarter average.economic growth, the Committee in the
Total industrial production increased subimmediate future seeks conditions in reserve
stantially in March and April. Total retail markets consistent with maintaining the
sales edged up in April after recording largefederal funds rate at an average of around
gains earlier in the year. Housing starts feld¥s percent. In view of the evidence cur-
in April. Available indicators suggest that rently available, the Committee believes that
growth of business capital spending hagrospective developments are more likely to
remained relatively rapid. The nominal defi-warrant an increase than a decrease in the
cit on U.S. trade in goods and services widfederal funds rate operating objective during
ened substantially in January and Februarthe intermeeting period.
from its fourth-quarter average. Consumer
prices rose substantially in April, boosted Votes for this action: Messrs. Greenspan,
by a sharp increase in energy prices; labor McDonough, Boehne, Ferguson, Gram-
costs have remained quiescent thus far this lich, Kelley, McTeer, Meyer, Moskow,
year despite very tight labor markets. Ms. Rivlin, and Mr. Stern. Votes against
Interest rates on Treasury securities have this action: None
risen appreciably since the meeting on

March 30, 1999, with the largest increases It was agreed that the next meeting

concentrated in intermediate- and long-ter :
maturities; rates on private obligations showjf the Committee would be held on

mixed changes over the period. Most keylUesday—Wednesday, June 29-30, 1999.
measures of share prices in equity markets The meeting adjourned at 12:45 p.m.
have registered sizable gains over the inter-

meeting period. In foreign exchange mar- Donald L. Kohn
kets, the trade-weighted value of the dollar Secretary

has depreciated somewhat over the period
in relation to the currencies of a broad group

of important U.S. trading partners. eeting Held on
M2 and M3 recorded sizable |ncrease%/|une 29-30, 1999

in April, apparently owing to a tax-related

buildup in liquid accounts. For the year :

through April, M2 is estimated to haveA mee_ttltng of thi Flgc_iertr;lll O[i;)f_en Mafrlt<het
increased at a rate somewhat above the Corfe@MmMittee was held in the offices of the
mittee’s annual range and M3 at a rate30oard of Governors of the Federal
slightly above its range. Total domestic nonReserve System in Washington, D.C.,
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on Tuesday, June 29, 1999, at 2:30 p.m.
and continued on Wednesday, June 30,
1999, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer
Mr. Meyer
Mr. Moskow
Mr. Stern

Messrs. Broaddus, Guynn, Jordan,
and Parry, Alternate Members
of the Federal Open Market
Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
St. Louis respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Prell, Economist

Mr. Johnson, Economist

Messrs. Alexander, Cecchetti, Hooper,
Hunter, Lang, Lindsey, Rolnick,
Rosenblunt, Slifman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

Messrs. Portérand Reinhart, Deputy
Associate Directors, Division of
Monetary Affairs, Board of
Governors

Mr. Reifschneide® Section Chief,
Division of Research and
Statistics, Board of Governors

Mses. Edward8,and Mauskop#,and
Messrs. Lebowand Orphanides,
Senior Economists, Divisions of
Monetary Affairs, International
Finance, Research and Statistics,
and Monetary Affairs
respectively, Board of Governors

Ms. Garrett and Mr. Tetlow,
Economists, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Barron, First Vice President,
Federal Reserve Bank of Atlanta

Messrs. Beebe, Eisenbeis, Goodfriend,
Hakkio, Rasche, and Sniderman,
Senior Vice Presidents, Federal
Reserve Banks of San Francisco,
Atlanta, Richmond, Kansas City,
St. Louis, and Cleveland
respectively

Mr. Fuhrer and Ms. Perelmuter, Vice
Presidents, Federal Reserve Banks
of Boston and New York
respectively

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on May 18, 1999, were

approved.

Messrs. Madigan and Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research

8. Attended portions of the meeting relating to
the discussion of the policy implications of uncer-

7. Attended Tuesday’s session only.

and Statistics respectively, Board tainty about key economic variables.

of Governors 9. Attended portions of the meeting relating to
the Committee’s review of the economic outlook
and consideration of its monetary and debt ranges
for 1999 and 2000.
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The Manager of the System Opersector: payrolls in manufacturing and
Market Account reported on recentmining continued to contract, and con-
developments in foreign exchange marstruction employment changed little on
kets. There were no open market operaaet after a sizable first-quarter increase.
tions in foreign currencies for the Sys-The civilian unemployment rate edged
tem’s account in the period since thedown in May to 4.2 percent, matching
previous meeting, and thus no vote wads low for the year and for the period
required of the Committee. since 1970.

The Manager also reported on devel- Industrial production advanced some-
opments in domestic financial marketsvhat further in May despite a sharp
and on System open market transactionseather-related drop in utility services
in government securities and federabnd continued sluggishness in mining
agency obligations during the periodactivity. Manufacturing output regis-
May 18, 1999, through June 29, 1999tered another substantial advance,
The Committee ratified these transacreflecting a surge in the production
tions by unanimous vote. of motor vehicles and parts and per-

The Committee then turned to a dissisting strength in the manufacture of
cussion of the economic and financiamany other durable goods. The output
outlook, the ranges for the growth ofof nondurable goods posted another
money and debt in 1999 and 2000, andmall increase in May, with the gains
the implementation of monetary policybeing relatively broadly based. Reflect-
over the intermeeting period ahead. ing the stepped-up pace of manu-

The information reviewed at this facturing, the rate of utilization of
meeting suggested that economic activeapacity edged higher in May but con-
ity continued to expand vigorously,tinued to be below its long-run average
though at a somewhat slower pacéevel.
than earlier in the year. Consumer Growth of consumer spending ap-
outlays and construction spending hageared to have slowed somewhat from
decelerated somewhat after havingts extraordinary pace of the first quar-
grown very rapidly in the first quarter, ter; nonetheless, the underlying trend in
but the deceleration had been partly offeonsumption remained strongly upward,
set by a step-up in business purchases wfith household income and wealth con-
durable equipment and a smaller declinéinuing to expand rapidly and consumer
in net exports. Labor markets remainedgentiment remaining very high. Total
very tight, and recent wage and pricaetail sales rose substantially in May
increases had been a little larger on bafollowing large increases on average
ance; nonetheless, longer-term inflatiorarlier in the year. Gains in retail sales
trends continued generally favorable invere relatively widespread, with out-
an environment of robust improvementssized advances in the food, general mer-
in productivity. chandise, and durable goods categories.

Nonfarm payroll employment rose Housing demand remained robust in
substantially further on balance in Aprilrecent months despite the recent rise in
and May, but the increase was a littlemortgage rates. However, builders were
below the rate for the first quarter.faced with shortages of workers and
Growth in employment remained robustsome materials and were hard-pressed
in the service-producing sector in theto keep pace with the demand for new
April-May period. However, the num- homes. As a result, both single-family
ber of jobs fell in the goods-producingand multifamily housing starts fell
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somewhat on balance over April andand semiconductors, motor vehicles, and
May. industrial supplies. The value of imports
Information on shipments of non-rose somewhat more, principally owing
defense capital goods in April and Mayto larger imports of oil. The available
suggested that business investment imformation suggested that economic
durable equipment picked up substanactivity had picked up somewhat on bal-
tially in the second quarter from theance in the major foreign industrial
already brisk pace of the first quartercountries. The Japanese economy was
Shipments of high-tech equipmentreported to have expanded markedly in
notably computers, were particularlythe first quarter, recording its first quar-
robust over the April-May period. In terly rise in the past year and a half. In
addition, business demand for motolEurope, economic growth rebounded
vehicles continued to be strong, particuin Germany but slowed somewhat in
larly for medium and heavy trucks for France and the United Kingdom. Signs
which the backlog of unfilled orders wasof an improved economic performance
still quite large. By contrast, nonresiden-also were evident in Latin America and
tial construction activity weakened in Southeast Asia.
April (latest data) after a rise in the first The consumer price index was
quarter, and available information onunchanged in May following a sizable
contracts for future construction pointedncrease in April that was associated
to sluggish building activity for some in part with a jump in energy prices.
period ahead. Excluding the effects of movements
Business inventory accumulationin food and energy prices, though, con-
slowed a bit in April from the relatively sumer inflation was a little higher in the
subdued first-quarter pace, and totalpril-May period than in the first quar-
business stocks remained at fairly lowter; for the twelve months ended in May,
levels in relation to sales. In manufacturcore consumer prices rose slightly less
ing, inventories continued to decline inthan in the previous twelve-month
April, and the aggregate inventory—period. Producer prices of finished
shipment ratio for this sector stayed agoods also were affected by the volatil-
the bottom of its range for the pastity of energy prices in April and May,
twelve months. Wholesale stocks rose iut core producer prices recorded only a
April at about their average pace for thesmall rise in each month. For the twelve
early months of the year, and the ratio omonths ended in May, however, core
stocks to sales in this sector stayed iproducer inflation was up noticeably
the lower end of its range for the pasttompared with the year-earlier period,
year. Retail inventory accumulationowing in important part to sharp
slowed in April after a relatively large increases in the prices of tobacco prod-
gain in the first quarter, and the aggreucts. With regard to labor costs, average
gate inventory—sales ratio also remainetourly earnings grew a little faster in
in the lower end of its range for the pastMay than in April, but they rose less
twelve months. in the twelve months ended in May than
The nominal deficit on U.S. trade inin the previous twelve-month period.
goods and services widened somewhat At its meeting on May 18, 1999,
in April from its first-quarter average. the Committee adopted a directive that
The value of exports increased slightlycalled for maintaining conditions in
from its first-quarter average, primarily reserve markets that would be consistent
reflecting greater exports of computersvith an unchanged federal funds rate of
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about 44 percent, but the directive alsoU.S. Treasury securities. Among other
contained a bias toward a possible tightimportant trading partners, the dollar fell
ening of policy. The members’ concernsagainst the currencies of many emerging
about inflation had increased appreciaAsian economies, whose financial mar-
bly since the meeting in late March;kets had generally improved, but appre-
nonetheless, the members felt that theiated in terms of the Braziliareal in
current stance of policy could remainassociation with periods of particular
consistent with subdued inflation forstress in Brazil's financial markets.
some time, especially if productivity After having recorded sizable in-
gains continued robust and, as projectedreases in April that apparently were
the growth of aggregate demand moderassociated with tax-related buildups in
ated somewhat in the months ahead. liquid accounts, the growth of M2 and
Open market operations were directed/3 slowed sharply in May, as tax pay-
throughout the intermeeting periodments cleared, and appeared to have
toward maintaining the federal fundsremained moderate in June. The expan-
rate at around % percent, and the aver-sion of these aggregates also seemed
age rate for the period was very close t@o have been damped in recent months
the Committee’s target. Other interesby the rise in their opportunity costs
rates rose somewhat over the periodssociated with earlier increases in inter-
since the May meeting in response t@st rates. M2 was estimated to have
the combined effects of the Committee’sncreased for the year through June at a
announcement of an asymmetric direcrate somewhat above the Committee’s
tive, economic data that generally wereannual range and M3 at a rate near the
stronger than expected, and reportedpper end of its range. Although growth
comments of Federal Reserve officialsof total domestic nonfinancial debt had
With the market effects of higher inter-moderated a little recently, it continued
est rates roughly offset by brighterto expand at a pace somewhat above the
second-quarter earnings prospectsniddle of its range.
broad indexes of share prices in equity The staff forecast prepared for this
markets changed little on balance ovemeeting suggested that the expansion
the intermeeting period. would gradually moderate to a rate com-
In foreign exchange markets, themensurate with the growth of the econo-
trade-weighted value of the dollar edgedny’s estimated potential. The lagged
up over the intermeeting period in rela-effects of the earlier rise in the foreign
tion to the currencies of a broad groupexchange value of the dollar were
of important U.S. trading partners. Theexpected to place continuing, though
dollar appreciated against the eurodiminishing, restraint on the demand for
partly reflecting the contrast betweerlJ.S. exports for some period ahead. The
continuing robust growth in the Unitedincrease of private final demand would
States and generally subpar activity irbe restrained by the anticipated waning
euro-area economies. The dollar alsof positive wealth effects associated
rose against the pound in associatiowith earlier large increases in equity
with slower growth in the United King- prices; by slower growth of spending on
dom and a reduction in the Bank ofconsumer durables, houses, and busi-
England’s repo rate. By contrast, theness equipment in the wake of the pro-
dollar weakened against the yen asonged buildup in the stocks of these
yields on Japanese government dehtems; and by the rise that had already
increased sharply relative to rates omccurred in market interest rates, espe-
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cially for intermediate and longer matu-ing, given the extraordinary strength in
rities, in the expectation that higherfinal U.S. demands, which if continued
interest rates would be needed tavould show through into higher infla-
achieve a better balance between aggréen. Moreover, it remained unclear how
gate demand and aggregate supply. Prideng faster gains in productivity could
inflation was projected to rise somewhatontinue to offset increases in labor
over the projection horizon, in large partcosts and avert an intensification of price
as a result of some upturn in importinflation.
prices and a slight firming of gains in In keeping with the practice at meet-
nominal labor compensation that wouldngs just before the Federal Reserve's
not be fully offset by rising productivity. semiannual monetary policy report to
In the Committee’s discussion of thethe Congress and the Chairman’s associ-
outlook for economic activity and infla- ated testimony, the members of the
tion, members commented that theCommittee and the Federal Reserve
incoming information continued to sug-Bank presidents not currently serving as
gest a vigorous expansion but also submembers had provided individual pro-
dued inflation despite very tight laborjections of the growth in nominal and
markets. Growth in aggregate demandeal GDP, the rate of unemployment,
was estimated to have slowed somewhaind the rate of inflation for the years
in the second quarter from outsizedl999 and 2000. With regard to the
advances in the two previous quarterggrowth of nominal GDP, most of the
largely as a result of less ebullientforecasts were in ranges of 5 t&5per-
though still robust growth in consumercent for 1999 as a whole and 4 to 5 per-
spending. The members questioned;ent for 2000. The forecasts of the rate
however, whether the limited indica-of expansion in real GDP for 1999 had
tions of some moderation in the expana central tendency of}3 to 3% percent
sion in recent months were a harbingeand for 2000 they were centered on a
of a more sustainable pace of economicange of 22 to 3 percent, below the
activity that would be consistent with increases experienced over the last three
the economy’s estimated output potenyears. The civilian rate of unemploy-
tial and low inflation. Indeed, in the ment associated with these forecasts had
absence of some policy firming most ofcentral tendencies of 4 td/4 percent in
the members saw tightening labor marthe fourth quarter of 1999 and¥4 to
kets and an upward drift in measuredi¥> percent in the fourth quarter of
inflation as a significant risk. They ac-2000. Projections of the rate of inflation,
knowledged that the timing and extentas measured by the consumer price
of a potential rise in inflation were sub-index, pointed to an appreciable increase
ject to considerable uncertainty. In parin 1999, largely reflecting a swing in the
ticular, as the experience of recent yeargrice of energy, and little further change
had amply demonstrated, strengtheningn 2000; specifically, the projections
advances in productivity had reducedconverged on CPI inflation rates of
increases in unit costs to very low or2¥s to 2%2 percent in 1999 and 2 to
even slightly negative levels despite2¥> percent in 2000. The members
growing scarcities of labor and someanticipated that the effects of the century
rise in the growth of labor compensationdate change on economic activity
and in profit margins. Rising productiv- would, on balance, be limited or negli-
ity growth had not been sufficient, how-gible over the forecast period, possibly
ever, to keep labor markets from tightenadding somewhat to growth later this
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year and temporarily reducing growthin their outlays for equipment as fore-
early next year. casts of moderating expansion in aggre-
Key factors underlying the members’'gate demand materialized. Such a cut-
forecasts of appreciable moderatiorback would be abetted to an extent by
in the trend of real GDP growththe somewhat higher levels of market
included a waning of the financial stimu-interest rates that business borrowers
lus that had boosted domestic demand inow faced. While growth in spending
recent years and the buildup of stocks ofor high-technology equipment and
consumer durables, housing, and busielated products probably would remain
ness equipment after an extended periagpid in light of the accelerated pace of
of rapidly expanding purchases. How-4nnovations and declining prices for
ever, the members acknowledged thatuch equipment, a significant decelera-
the signs of slower growth in householdtion or slowdown in spending for other
and business spending were still quitéypes of capital equipment seemed likely
limited. under projected economic conditions,
In the household sector, furtherespecially given currently reduced rates
substantial increases in income an@f capacity utilization in many manufac-
financial wealth and high levels ofturing industries. In the nonresidential
consumer confidence had fosteredonstruction sector, business expendi-
continued robust growth in consumertures were expected to remain near cur-
spending in recent months, but apartent levels, reflecting ongoing strength
from exceptional strength in purchase$h many parts of the country but also
of motor vehicles, growth in real some signs of overbuilding in other
spending for durable consumer goodareas.
appeared to have moderated recently A number of recent indicators sug-
from a very rapid pace earlier in thegested that on a seasonally adjusted
year. How long the favorable factorsbasis residential building activity had
that continued to stimulate substantialowed a bit in the second quarter from
growth in consumer expenditures wouldan elevated level earlier in the year.
persist was uncertain, notably withHowever, homebuilding apparently had
regard to the outlook for stock marketbeen held back to some extent recently
prices and their effects on consumeby scarcities of labor and some building
resources and willingness to spend. Theupplies, and sizable backlogs evidently
stimulus to household spending fromhad built up. Looking ahead, the mem-
rapidly rising stock market wealth obvi- bers expected residential construction
ously would diminish should prices in expenditures to hold near current levels
the stock market tend to level out asn the second half of this year as back-
many expected. In that event, growth inogs were worked lower, but they antici-
consumer spending might be expectedated some softening subsequently. Fac-
to moderate to a pace more in line withtors bearing on this outlook included the
the expansion in disposable incomes. large additions to the stock of housing
Business investment spending, whiclin recent years and to some extent the
featured exceptional growth in expendibackup that had occurred in mortgage
tures for producers’ durable equipmentrates. At some point the higher financing
appeared to have picked up in recentosts would begin to show through to
months from an already rapid pace earhousing demand.
lier in the year. Nonetheless, business The available information indicated
firms were expected to trim the growththat U.S. exports of goods and services
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had declined on balance thus far thimmple availability of capacity in most
year, while imports had posted veryindustries and the declines that had
strong gains in line with continuing occurred in non-oil import prices.
strength in U.S. domestic spendingDespite these favorable developments,
However, improving economies in amost members had become increasingly
number of the nation’s important trad-worried about the risks of an overheat-
ing partners and the slower expansioing economy and rising inflation over
forecast for the U.S. economy weretime.
expected to have a favorable effect on The concerns about the outlook for
exports and to moderate increases imflation tended to focus on the risk that,
imports over the next several quartersin the absence of an appreciable modera-
Indeed, recent data suggested that U.8on in overall demands, very tight labor
exports had advanced slightly after havmarkets would at some point foster sig-
ing posted sizable declines during thenificantly faster increases in labor com-
first quarter while imports had contin- pensation that could no longer be offset
ued to grow strongly. On net, the mem-by stronger productivity growth. Indeed,
bers anticipated that the nation’s tradet recent rates of increase in output,
balance would continue to worsen/abor utilization was likely to continue
although more slowly and with a lessto rise, adding to pressures on costs. The
negative effect on the U.S. economyhigher labor costincreases would in turn
over the forecast period. generate more rapid price inflation.
Members commented that inflation,Members noted in this regard that
as reflected in a wide range of statisthe trend in average hourly earnings
tical measures and anecdotal report@ppeared to have tilted up in recent
remained remarkably subdued despitenonths. While this relatively recent
the persisting strength of the expansionevelopment was not yet conclusive evi-
and very tight labor markets across thelence of accelerating labor costs, espe-
nation. It seemed likely that rising pro-cially without further information about
ductivity, which appeared to have accelproductivity, anecdotal reports of faster
erated markedly of late, accounted foincreases in labor compensation also
much of the surprising combination ofappeared to have multiplied. In addition,
rapid growth in economic activity and improving economic conditions abroad,
low inflation. In particular, accelerating among other factors, had induced a firm-
labor productivity clearly had curbeding in oil and other commaodity prices,
the rise in unit labor costs and dampe@nd had supported the foreign exchange
pressures on prices. Very recent data ovalue of other currencies relative to the
underlying productivity trends were notdollar. As a consequence, the declines in
yet available, but the fact that profitcommodity and other import prices that
forecasts had continued to be marketad helped to suppress inflation and
up suggested that it might still be accelinflation expectations over the past two
erating and holding down costs. Suclyears were not likely to be repeated.
increases in productivity along with Members acknowledged that the pros-
slack in foreign economies contributedpects for rising inflation, including the
to the very strong competition in mostpotential timing of an acceleration, if
markets that was continuing generallyany, remained uncertain given the ques-
to suppress efforts to raise prices. Otheions surrounding both the ongoing
factors constraining inflation that werestrength of aggregate demand and the
cited by the members included theoutlook for productivity, but they
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viewed the risks of added price presthose ranges for 1999 and their exten-
sures as having risen further. sion to 2000 would therefore under-
In keeping with the requirements ofscore the Committee’s commitment to
the Full Employment and Balancedachieving and maintaining price sta-
Growth Act of 1978 (the Humphrey— bility over time and thereby fostering
Hawkins Act), the Committee reviewedmaximum sustainable economic growth.
at this meeting the ranges for growth ofit was noted during this discussion
the monetary and debt ranges that it hathat the apparent pickup in productiv-
established in February for 1999, and ifty, if it persisted, suggested that some-
set tentative ranges for those aggregateghat higher ranges than those adopted
for 2000. The current ranges approvedh recent years might more accurately
in February for the period from thereflect money growth under conditions
fourth quarter of 1998 to the fourth of price stability and historically typi-
quarter of 1999, which were unchangeaal velocity trends. However, the mem-
from those for the last several yearshers agreed that the marked degree
included growth of 1 to 5 percent forof uncertainty in the outlook for pro-
M2 and 2 to 6 percent for M3. An ductivity as well as velocity argued
unchanged range of 3 to 7 percent alsagainst any increases in the ranges at
was set in February for growth of totalthis point.
domestic nonfinancial debt in 1999. The Committee members were unani-
All the members favored retaining themously in favor of retaining the current
current ranges for this year and extendrange of 3 to 7 percent for growth of
ing them on a provisional basis to 2000total domestic nonfinancial debt in 1999
The members recognized that theand extending that range on a provi-
growth of both M2 and M3, while decel- sional basis to 2000. They took account
erating markedly from 1998, might still of a staff projection indicating that
exceed the ranges for the current yeagrowth of the debt aggregate was likely
and be near the upper ends of the rangés be around the middle of this range,
in 2000, assuming economic and finanperhaps somewhat above in 1999 and
cial conditions approximating their cur-somewhat below in 2000. Unlike the
rent expectations. However, as had beeranges for the monetary aggregates,
the case for many years, the memberselection of the range for debt did not
remained concerned that forecasts afeflect a price stability and sustainable
money growth were still subject to aeconomic growth rationale but was
wide range of error in terms of thebased on forecasts of actual growth in
anticipated relationships between monethis measure.
growth and aggregate economic perfor- At the conclusion of this discussion,
mance. Accordingly, they agreed thathe Committee voted to reaffirm the
those ranges should not reflect or beanges for growth of M2, M3, and total
centered on forecasts of money growtldomestic nonfinancial debt that it had
under projected economic and financiaéstablished in February for 1999 and to
conditions, but should be regarded asxtend these ranges on a tentative basis
anchors or benchmarks for moneyto 2000. In keeping with its usual proce-
growth that would be associated withdures under the Humphrey—Hawkins
approximate price stability and sus-Act, the Committee would review its
tained economic expansion, assumingreliminary ranges for 2000 early next
behavior of velocity in line with his- year. Accordingly, the Committee voted
torical experience. A reaffirmation ofto incorporate the following statement
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regarding the 1999 and 2000 ranges inof domestic demand augmented by

its domestic policy directive: increasing demand from abroad would
show through at some point to even

The Federal Open Market Committeetighter labor markets and higher infla-
seeks monetary and financial conditions thaion, which would impinge over time

will foster price stability and promote sus-gn the economy’s ability to realize its
tainable growth in output. In furtherance of

these objectives, the Committee reaﬁirmeéu” growth potential. In t_hese cireum-
at this meeting the ranges it had establishegtances, a small preemptive move at this
in February for growth of M2 and M3 of 1 to time would provide a degree of insur-
5 percent and 2 to 6 percent respectivelyance against worsening inflation later.

measured from the fourth quarter of 1998\1embers commented that the action in

to the fourth quarter of 1999. The range for : :
growth of total domestic nonfinancial debtquesuon would reverse a portion of the

was maintained at 3 to 7 percent for the yea€asing actions implemented during the
For 2000, the Committee agreed on a tentdall of 1998 that had been undertaken

tive basis to set the same ranges for growtin part to protect against the possibility
of the monetary aggregates and debt, meghat unsettled global markets would

sured from the fourth quarter of 1999 to ; ;
the fourth quarter of 2000. The behavior ofplace even greater constraints on foreign

the monetary aggregates will continue to b@Nd domestic economic activity than
evaluated in the light of progress towardwere then evident. As financial markets
price level stability, movements in theirand foreign economies stabilized and
velocities, and developments in the economyecovered, that added protection was no
and financial markets. longer required and policy needed to
Votes for this action: Messrs. Greens anmove to a less accommodative stance to
McDonough, Boehne, Ferguson‘ Gr'i,;mpromote sustainable growth in spending.
lich, McTeer, Meyers, Moskow, Kelly, One member did not agree that any
and Stern. Votes against this action: Nonetightening of policy was necessary to
Absent and not voting: Ms. Rivlin contain inflation, given the persistence

of low inflation, accelerating productiv-
In the Committee’s discussion ofity, and what in his view was an already
policy for the intermeeting period aheadsufficiently restrictive monetary policy
all but one member supported a prostance.
posal for a slight tightening of condi- The members were divided over
tions in reserve markets consistent wittwhether to retain the current asymmetri-
an increase of/a percentage point in cal directive tilted toward restraint or to
the federal funds rate to an average oddopt a symmetrical directive in con-
around 5 percent. In the view of mostunction with the contemplated tighten-
members, such a policy move repreing action. A majority endorsed a pro-
sented a desirable and cautious preempeosal to shift to a symmetrical directive.
tive step in the direction of reducing They agreed that following today’s lim-
what they saw as a significant risk ofited policy move the risks would still
rising inflation. While current indica- remain tilted toward rising inflation, and
tions of accelerating inflation were quitethey expected that the announcement
limited, the economy had been expandef a change in policy shortly after the
ing rapidly enough to put added presimeeting would include a reference to
sure on labor markets over time, andhe Committee’s ongoing concerns in
many members expressed growing corthat regard. But in light of the marked
cern that, given the current stance oflegree of uncertainty relating to the
monetary policy, the persisting strengttextent and timing of prospective infla-
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tionary pressures, they believed that fureirect the Federal Reserve Bank of New
ther firming of policy might not be nec- York, until it was instructed otherwise,
essary in the near term and in any cas® execute transactions in the System
would depend importantly on future Account in accordance with the follow-
developments. Some of these membeiag domestic policy directive:

were concerned that retention of asym-

metry might be interpreted as an indica- , , i , i
tion that the Committee was relatively The information reviewed at this meeting

. ; suggests continued vigorous expansion in
certain that it would need to take furthereonomic activity. Nonfarm payroll employ-

tightening action fairly soon, a view thatment has increased at a relatively rapid pace
tended to be reinforced by the behavioin recent months and the civilian unemploy-
of expectations in the period after thement rate, at 4.2 percent in May, matched its

; w for the year. Manufacturing output rose
Z??hoeulr\]/lcaeymrﬁgfat?r]:gé shift to asymrT](:"tr)}soubstantially further in May. Total retail sales

. increased briskly last month after recording
Members who preferred to retain angrge gains on average earlier in the year.
asymmetrical directive agreed thatHousing activity has remained robust in
although there was little likelihood of arecent months. Available indicators suggest
further policy change during the inter-?ﬁfgr%ﬁ;gﬁi gﬁﬁg%gsypeh”:s'”gécislgre;':g%gg
meeting period, such a dlrgctlve wa pring. The nominal deficit on U.S. trade
the best way to convey their concerngn goods and services widened somewhat
about the risks of rising inflation and thein April from its first-quarter average. Con-
potential need for policy tightening oversumer price inflation was up somewhat on

time. A number of those in favor of balance in April and May, boosted by a sharp

asymmetry were concerned that a syr,r.{_ncrease in energy prices; improving produc-

ical di - Id ivity has held down increases in unit labor
metrical directive would not capture cosis despite very tight labor markets.

the Committee’s thinking with regard to  |nterest rates have risen somewhat since
the most likely policy course over anthe meeting on May 18, 1999. Key mea-
extended period of time and could fostepures of share prices in equity markets are
the misleading conclusion that theunchanged to somewhat lower on balance

. . over the intermeeting period. In foreign
Committee no longer believed a furtherexchange markets, the trade-weighted value

adjustment to policy might be warrantedof the dollar has changed little over the
at some point later this year. They sawperiod in relation to the currencies of a broad
the odds as reasonably high that furthegroup of important U.S. trading partners.

tightening would be needed before the After relcordi_ng sizable inclrea%eg iqup”_"
; pparently owing to a tax-related buildup in
end of the_year_ to gain adequate assuﬁ'quid accounts, growth of M2 and M3
ance that inflation would be containedsjowed in May as tax payments cleared and
Despite their differing preferences, allappears to have remained moderate in June.
the members who supported a policyFor the year through June, M2 is estimated
tightening move also indicated thatlo have increased at a rate somewhat above
the Committee’s annual range and M3 at

they could accept a symmetrical dlrec-a rate near the upper end of its range. Total

tive because the announcement to bgymestic nonfinancial debt has continued to
released after this meeting along withexpand at a pace somewhat above the middle
the Chairman’'s Humphrey—Hawkinsof its range. .
testimony during the latter part of The Federal Open Market Committee
July could serve to correct possibleS€eks monetary and financial conditions that
. ) will foster price stability and promote sus-
misinterpretations. o . tainable growth in output. In furtherance of
At the conclusion of this discussion,these objectives, the Committee reaffirmed
the Committee voted to authorize andat this meeting the ranges it had established



Minutes of FOMC Meetings, June243

in February for growth of M2 and M3 of 1 to productivity growth has accelerated in
5 percent and 2 to 6 percent respectivelyyecent quarters. Mr. McTeer does not

measured from the fourth quarter of 199 ; ;
to the fourth quarter of 1999. The range fofr}oelleve that rapid growth based on

growth of total domestic nonfinancial debt"€W technology, rising productivity, and
was maintained at 3 to 7 percent for the yea@ther supply-side factors is inflationary,
For 2000, the Committee agreed on a tenteespecially in the current global environ-
tive basis to set the same ranges for growtihent. He would have preferred to con-

of the monetary aggregates and debt, mea; Fi
sured from the fourth quarter of 1999 to"ﬁnue fo test the growth limits of the new

the fourth quarter of 2000. The behavior ofeconomy.

the monetary aggregates will continue to be By notation vote completed on
evaluated in the light of progress towardJuly 14, 1999, available members of
price level stability, movements in theirthe Committee voted unanimously to
velocities, and developments in the econoMyje|egate responsibility to Mr. Gramlich
and financial markets. and in his absence to Mr. Ferguson for

To promote the Committee’s long-run . _ : 9 .

objectives of price stability and sustainabldNaking decisions on appeals of denials
economic growth, the Committee in theby the secretary of the Committee for
immediate future seeks conditions in reservaccess to Committee records. This
markets consistent with increasing thf@ction was taken in keeping with the

federal funds rate to an average of aroun P “
5 percent. In view of the evidence currently’ rovisions of 271.4(d) of the Commit

available, the Committee believes that prof€€’s Rules Regarding Availability of
spective developments are equally IikerlnfOfmatlon-
to warrant an increase or a decrease in the
federal funds rate operating objective during Votes for this action: Messrs. Greenspan,
the intermeeting period. McDonough, Boehne, Ferguson, Gram-
lich, Meyers, Moskow, Kelley, and Stern.
Votes for this action: Messrs. Greenspan, Votes against this action: None. Not vot-
McDonough, Boehne, Ferguson, Gram- ing: Mr. McTeer and Ms. Rivlin
lich, Meyers, Moskow, Kelley, and Stern.
Vote against this action: Mr. McTeer. It was agreed that the next meeting of
Absent and not voting: Ms. Rivlin the Committee would be held on Tues-
day, August 24, 1999.
Mr. McTeer dissented because he The meeting adjourned at 11:45 a.m.
believed that tightening was unneces-
sary to contain inflation. He noted that Donald L. Kohn
most measures of current inflation Secretary
remain low, and he saw few signs of
inflation in the pipeline. Conditions that After the meeting, the following press
called for a preemptive tightening inrelease was issued:
1994—rapidly rising commodity prices
and real short-term interest rates nearhe Federal Open Market Committee today
zero—are not present today. Wh”evoted to raise its target for the federal funds

. - -rate 25 basis points, to 5 percent. Last fall
money growth has been rapid by historithe” Committee reduced interest rates to

cal standards, market-based indicatorgounter a significant seizing-up of financial
of monetary policy suggest sufficientmarkets in the United States. Since then
restraint. Except for oil, most sensitivemuch of the financial strain has eased, for-
commodity prices have risen 0n|yeign economies have firmed, and economic

- - activity in the United States has moved for-
sllght_ly after years of decline, the. dollary,arq )a/u a brisk pace. Accordingly, the full
remains S'[I‘Ol’lg, I’ea| Short'term |nteres@egree of adjustment is Judged no |0nger

rates are near historical norms, anchecessary.
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Labor markets have continued to tighten
over recent quarters, but strengthening pro-
ductivity growth has contained inflationary
pressures.

Owing to the uncertain resolution of the
balance of conflicting forces in the economy
going forward, the FOMC has chosen to
adopt a directive that includes no predilec-
tion about near-term policy action. The Com-
mittee, nonetheless, recognizes that in the
current dynamic environment it must be
especially alert to the emergence, or poten-
tial emergence, of inflationary forces that
could undermine economic growth.

Meeting Held on
August 24, 1999

A meeting of the Federal Open Mar-
ket Committee was held in the offices
of the Board of Governors of the Fed-
eral Reserve System in Washington,
D.C., on Tuesday, August 24, 1999, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer
Mr. Meyer
Mr. Moskow
Mr. Stern

Messrs. Broaddus, Guynn, Jordan, and
Parry, Alternate Members of the
Federal Open Market Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
St. Louis respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Ms. Johnson, Economist

Messrs. Howard, Hunter, Lang,
Lindsey, Slifman, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division
of Research and Statistics,
Board of Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions
of Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Mr. Whitesell, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Ms. Edwards® Senior Economist,
Division of Monetary Affairs,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Stewart and Ms. Strand, First Vice

Presidents, Federal Reserve Banks

of New York and Minneapolis
respectively

Mr. Beebe, Ms. Browne, Messrs.
Eisenbeis, Hakkio, Ms. Krieger,
Messrs. Lacker, Rasche, and
Steindel, Senior Vice Presidents,
Federal Reserve Banks of
San Francisco, Boston, Atlanta,
Kansas City, New York,
Richmond, St. Louis, and
New York respectively

Mr. Weber, Senior Research Officer,
Federal Reserve Bank of
Minneapolis

Mr. Bryan, Assistant Vice President,
Federal Reserve Bank of
Cleveland

10. Attended portion of meeting relating to
issues pertaining to year-end operations.
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Mr. Viard, Senior Economist, Federal that it would be prudent to provide
Reserve Bank of Dallas the Manager with added leeway and
flexibility for a limited period. Because
By unanimous vote, the minutes ofthe plans of market participants were
the meeting of the Federal Open Markelikely to be influenced by the Federal
Committee held on June 29-30, 1999Reserve’s contemplated action and
were approved. because detailed preparations with
By unanimous vote, Christine Cum-market participants needed to begin
ming and David Howard were electedpromptly, the Committee decided to put
to serve as associate economists untihe new authorizations in place at this
the first meeting of the Committeemeeting.
after December 31, 1999, with the The new authority encompassed
understanding that in the event of theghree policy instruments that, unless
discontinuance of their official connec-renewed, would expire during the early
tion with a Federal Reserve Bank orart of 2000 and one permanent change.
with the Board of Governors, theyThe temporary authorizations included
would cease to have any official connec{l) the expansion of collateral that
tion with the Committee. could be accepted in System open mar-
The Manager of the System Operket transactions, (2) authority to use
Market Account reported on recentreverse repurchase agreements in addi-
developments in foreign exchange martion to the currently available matched
kets. There were no open market operasale-purchase transactions to absorb
tions in foreign currencies for the Sys-reserves on a temporary basis, and (3) a
tem’s account in the period since thestandby financing facility involving the
previous meeting, and thus no vote wasuction of options on repurchase agree-
required of the Committee. ments, reverse repurchase agreements,
The Manager also reported on develand matched sale—purchase transac-
opments in domestic financial marketgions that could be exercised in the
and on System open market transactiongeriod surrounding the year-end. The
in government securities and federapermanent change, which also might
agency obligations during the periodprove useful during the year-end period,
June 30, 1999, through August 23, 1999nvolved the extension of the maximum
By unanimous vote, the Committee rati-maturity on regular repurchase and
fied these transactions. matched sale-purchase transactions from
At this meeting, the Committee con-sixty days to ninety days.
sidered a number of proposals whose The broader range of collateral
purpose was to enhance the Managerapproved by the Committee for repur-
ability to counter potential liquidity chase transactions included mainly
strains in money and financing marketpass-through mortgage securities of
in the period surrounding the centuryGNMA, FHLMC, and FNMA, U.S.
date change and in the process help tdoreasury STRIPS, and “stripped” secu-
ensure the effective implementation ofiities of other federal government
the Committee’s monetary policy objec-agencies. The expanded pool would
tives. The members believed that thdacilitate the Manager’s task of address-
prospects for major liquidity problemsing what potentially could be very large
associated with the century date changeeeds to supply reserves in the months
were remote, but some strains werehead, especially in the weeks surround-
already in evidence, and they agreethg the year-end. Such transactions
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would have to be undertaken at a time ofmight be particularly desirable to have
likely heightened demand for U.S. gov-in place during the upcoming year-
ernment securities that would diminishend period. Accordingly, the Com-
the available pool of currently autho-mittee voted unanimously to add reverse
rized securities for System open marketepurchase agreements to its “Authori-
operations. The Federal Reserve Bankation for Domestic Open Market
of New York would need to establishOperations,” as shown in new para-
custody arrangements with commerciagiraph 1(c) below.
banks to manage the clearing of the The Committee also approved a
newly authorized securities on a tripartytemporary financing facility autho-
basis. Some time would be needed toizing the Federal Reserve Bank of
make these arrangements and inforlew York to sell options on repurchase
other market participants, and it wasagreements, reverse repurchase agree-
anticipated that the new arrangementments, and matched sale-purchase trans-
would not be in place before early Octo-actions. The members hoped that the
ber. To implement this decision, theavailability of such a System facility
Committee voted unanimously to suswould reduce concerns about year-end
pend until April 30, 2000, several provi- financial conditions and thus help avert
sions of the “Guidelines for the Con-the emergence of the illiquid markets
duct of System Operations in Federathat were feared by an apparently grow-
Agency Issues,” which impose limits oning number of market participants
transactions in federal agency transaand that would complicate the conduct
tions. The “Guidelines” as temporarily of open market operations. The sales
amended now read as follows: would be made on a competitive basis
to the primary government securities
1. System open market operations in Feddealers who are regular counterparties
eral agency issues are an integral part of totah the System’s open market operations.
System open market operations designed ®he details of these transactions would
influence bank reserves, money market comye \worked out during the weeks ahead.

ditions, and monetary aggregates.
2. System open market operations in Fed-. Members agreed that there was some

eral agency issues are not designed to supiSk Of unintended consequences in
port individual sectors of the market or toimplementing these untried transactions.

chann_el funds into issues of particularNonetheless, the costs stemming from a
agencies. dysfunctional financing market at year-
end, in the unlikely event that it materi-
The Committee’s decision to autho-alizes, were immeasurably greater. The
rize the use of reverse repurchase agrearembers did not question the desirabil-
ments until April 30 was intended toity of addressing the latter risks and
facilitate temporary reserve drainingproviding greater assurance that financ-
operations. These agreements are fundarg markets would retain sufficient depth
mentally equivalent to matched saleand liquidity to permit market partici-
purchase transactions, which the Manpants including the Federal Reserve to
ager already has the authority to employmake necessary portfolio adjustments at
However, the latter are not a commoryear-end. Accordingly, the Committee
instrument in financial markets. Partlyvoted unanimously to authorize the sale
as a consequence, they lack the flexaf options on temporary transactions
ibility for use to drain reserves late dur-for exercise though January 2000. This
ing the business day, a flexibility thatauthority is indicated in the temporary
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addition of paragraph 4, shown below, (c) To sell U.S. Government securities

to the Authorization for Domestic Openthat are direct obligations of, or fully guar-
Market Operations. anteed as to principal and interest by,

L . any agency of the United States to dealers
The decision to extend the maxi-o; System Open Market Account under
mum maturity on repurchase and saleagreements for the resale by dealers of
purchase transactions was intended teuch securities or obligations in 90 calen-
bring the terms of such transactions int@lar days or less, at rates that, unless other-

conformance with market practice angVise expressly authorized by the Committee,

shall be determined by competitive bidding,

the pattern of market demand, tr](:""(:"t)\ﬁl‘ter applying reasonable limitations on

enhancing the Manager's ability to Us&he volume of agreements with individual
these instruments. This maturity extendealers.

sion, which the Committee decided to 3. Inorder to ensure the effective conduct

make permanent, was likely to provefl OB% BEtel DERRA HE SO e T
particularly useful in the period of foreign and international accounts main-

unusually large reserve operations OVE@hined at the Federal Reserve Bank of New
the months ahead. The new authority isork, the Federal Open Market Committee
incorporated in paragraphs 1(b), 1(c)authorizes and directs the Federal Reserve
and 3 below. Bank of New York (a) for System Open

-+~ -Market Account, to sell U.S. Government
The paragraphs of the AUthonzatlonsecurities to such foreign and international

for Domestic Open Market Operations,ccounts on the bases set forth in paragraph
that were amended or added by the(a) under agreements providing for the
Committee, all by unanimous vote, readesale by such accounts of those securities
as follows: within 90 calendar days on terms compa-
rable to those available on such transactions
o . in the market; and (b) for New York Bank
Authorization for Domestic account, when appropriate, to undertake with
Open Market Operations dealers, subject to the conditions imposed on
. purchases and sales of securities in para-
1. The Federal Open Market Committeeyraph 1(b), repurchase agreements in U.S.
authorizes and directs the Federal Resernggyernment and agency securities, and to
Bank of New York, to the extent neces-arrange corresponding sale and repurchase
sary to carry out the most recent domestlggreemems between its own account and
policy directive adopted at a meeting of theforeign and international accounts main-
Committee: tained at the Bank. Transactions undertaken
(b) To buy U.S. Government securities,with such accounts under the provisions of
obligations that are direct obligations of, orthis paragraph may provide for a service fee
fully guaranteed as to principal and interestvhen appropriate.
by, any agency of the United States, from 4. In order to help ensure the effective
dealers for the account of the Federatonduct of open market operations during
Reserve Bank of New York under agree-the transition period surrounding the century
ments for repurchase of such securities odate change, the Committee authorizes the
obligations in 90 calendar days or less, aFederal Reserve Bank of New York to sell
rates that, unless otherwise expressly auth@ptions on repurchase agreements, reverse
rized by the Committee, shall be determinedepurchase agreements, and matched sale
by competitive bidding, after applying rea-purchase transactions for exercise no later
sonable limitations on the volume of agreethan January 2000.
ments with individual dealers; provided that
in the event Government securities or agency The Committee then turned to a dis-
issues covered by any such agreement a : : - :
not repurchased by the dealer pursuant to th ssion of the economic and fl_nanC|aI
agreement or a renewal thereof, they shall b@utlook, and the implementation of
sold in the market or transferred to the Sysimonetary policy over the intermeeting
tem Open Market Account. period ahead.
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The information reviewed at thisthe underlying trend in spending
meeting suggested that expansion afemained relatively strong as a result of
economic activity remained solid. Thecontinuing robust expansion of dispos-
growth of consumer spending and busiable incomes and household wealth thus
ness outlays for durable equipment haéar this year and very positive consumer
moderated somewhat after havingentiment. Retail sales had increased
increased rapidly earlier in the yearmoderately recently—a small decline in
Residential construction activity hadJune was more than offset by a July
weakened a little from the level of lastrebound—while consumer outlays for
winter but was still elevated. Job growthservices were buoyant in the second
was quite strong, however, and indusguarter (latest data). Housing activity
trial production appeared to be pickingremained strong in the June—July period;
up. Labor markets remained very tighthousing starts were only a little below
and recent wage and price increases hdlde very high levels of earlier months of
been a little larger on balance, thoughhe year, and home sales remained at an
price inflation continued subdued. elevated level in June (latest data).

Nonfarm payroll employment in- The limited available information
creased sharply in June and July. Jobuggested that the pace of expansion in
growth in the service-producing indus-business fixed investment had moder-
tries soared in both months, and conated somewhat after having advanced
struction employment remained on amapidly in the second quarter. Demand
upward trend. In manufacturing, thefor high-tech equipment remained
number of jobs turned up in July. Thestrong overall, even though growth of
civilian unemployment rate was 4.3 per-outlays for computers appeared to have
cent in July, matching its average for theeased a little recently; spending for
first half of the year. motor vehicles and aircraft seemed to be

Industrial production recorded a largeleveling out after a marked decrease in
increase in July after having edged up irthe first half of the year; and expendi-
June. Part of the July advance reflectedres on other types of durable equip-
surge in the output of electric utilities ment remained sluggish. Nonresidential
associated with the heat wave in theonstruction activity slipped in the sec-
eastern United States and an upturn iond quarter after sizable gains last year
mining production after a weak firstand the early part of this year.
half of the year. In manufacturing, pro- The book value of business inven-
duction advanced briskly over thetories increased moderately in the sec-
June—July period. While production ofond quarter, and in many industries the
motor vehicles and aircraft fell on bal-levels of inventory stocks were lean
ance over the two months, output ofin relation to sales. In manufacturing,
high-tech products continued to expandnventories continued to edge down in
at a rapid pace, and the manufacturthe second quarter, and the aggregate
of other goods rebounded strongly innventory—sales ratio for the sector at
July after a small decline in June. Utili-the end of the quarter was slightly below
zation of manufacturing capacity edgedhe lower end of its range for the preced-
up in July but remained below its long-ing twelve months. Wholesale stocks
run average rate. recorded another modest gain in the sec-

Growth of consumer spending slowednd quarter, and the stock—shipments
appreciably in the second quarter afteratio for this sector at quarter's end was
having surged earlier in the year; still,below the bottom of its narrow range for
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the past year. Inventory accumulation irconsumer price inflation in the twelve
the retail sector slowed in the secondnonths ended in July compared with the
quarter, but stocks kept pace with salegrevious twelve-month period. Exclud-
and the aggregate stock—sales ratio wasg food as well as the volatile energy
in the middle of its range for the pastcomponent, core consumer price infla-
twelve months. tion had remained subdued thus far in
The nominal deficit on U.S. trade in1999 and during the twelve months
goods and services widened substarended in July. Inflation was modest at
tially in the second quarter, as the valughe producer level as well, as prices of
of imports increased much more tharfinished goods other than food and
that of exports. The rise in imports wasenergy edged lower over the June—July
spread widely across the major tradgeriod. Core producer prices rose more
categories; sharply higher prices forin the twelve months ended in July than
imported oil, along with a moderatein the year-earlier period, but that
addition in the quantity imported, pickup resulted in important part from
accounted for much of the rise, but theresharp increases in the prices of tobacco
also were sizable step-ups in imports oproducts. At earlier stages of process-
computers, semiconductors, and indusng, producer prices of crude and inter-
trial supplies—notably building materi- mediate materials other than food and
als. The increase in exports was concerenergy had firmed noticeably in recent
trated in agricultural goods, automotivemonths. While the source of some of
products, industrial supplies, computersthose increases had been the pass-
and semiconductors. Recent informatiothrough of higher crude oil prices,
suggested that economic recovery immproved worldwide growth, especially
Europe was continuing to gain momenin Asia, also contributed. With labor
tum through the second quarter, whilemarkets very tight, increases in wages
the Japanese economy was showingnd total compensation had been some-
some signs of having bottomed out ovewhat larger recently. The employer cost
the first half of the year. Economic activ-index for hourly compensation of pri-
ity had remained on a strong upwardvate industry workers jumped in the
trend in Canada in recent months, andecond quarter after an unusually small
economic growth picked up during thegain in the first quarter, and increases
spring in the United Kingdom after in average hourly earnings of produc-
having stagnated over the previous twdion or nonsupervisory workers picked
quarters. The recent economic perforup in June and July. Nonetheless, year-
mance of the developing countries haaver-year changes in some measures
been mixed. Most Asian economiesof nominal compensation continued to
grew robustly in the first half of the decline.
year, but economic activity in a number At its meeting on June 29-30, 1999,
of Latin American economies, with the Committee adopted a directive that
the notable exceptions of Brazil andcalled for a slight tightening of condi-
Mexico, remained weak. tions in reserve markets consistent with
Consumer prices rose moderately iran increase o¥4 percentage point in the
July after having been unchanged irfederal funds rate to an average of
May and June; a rebound in energyaround 5 percent. The members noted at
prices contributed to the July increasethat meeting that there were few current
The strong upturn in energy prices thigndications of rising inflation; nonethe-
year accounted for all of the uptick inless, with financial markets and foreign
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economies recovering since the Com- In foreign exchange markets, the
mittee had eased policy last fall, thetrade-weighted value of the dollar depre-
persisting strength of demand wagiated slightly over the intermeeting
enough to put added pressure over timperiod in relation to the currencies of a
on already very tight labor marketsbroad group of important U.S. trading
and at some point lead to a pickup inpartners. The dollar declined against
inflation that could threaten the sustainthe currencies of the major industrial
ability of the economy’s expansion.countries in response to indications of
Because there was substantial unceimproved economic performances in
tainty relating to the extent and timingEurope and Japan and to higher long-
of prospective inflationary pressures anderm interest rates in many of those
thus the possibility that further firming countries. However, this depreciation
of policy might not be needed in thewas partially offset by a rise in relation
very near term, the directive did notto the currencies of other important trad-
contain any bias relating to the directioning partners, reflecting increased uncer-
of possible adjustments to policy in thetainty in financial markets in many
intermeeting period. Asian and Latin American countries that
Open market operations immediatelywas associated in part with concerns
after the meeting were directed towardabout rising U.S. interest rates.
implementing the desired, slightly The expansion of broad measures of
greater pressure on reserve positionsnoney had moderated in recent months.
and the federal funds rate averaged veryhe slower growth of nominal GDP and
close to the Committee’s 5 percent tarthe rise in market interest rates in the
get over the intermeeting period. Treaspring and summer likely had restrained
sury coupon yields fell early in the inter-increases in both M2 and M3. In addi-
meeting interval, as market participantgion, M3's expansion probably had been
apparently adjusted downward theitheld down by a sharp slowing in the
expectations regarding further monetargrowth of bank credit in July. For the
tightening in response to the generallyear through July, M2 was estimated to
unexpected move to a neutral directivdhave increased at a rate somewhat above
and, subsequently, the receipt of favorthe Committee’s annual range and M3
able data on inflation. Yields laterat a rate approximating the upper end
retraced their declines, however, in reacef its range. Total domestic nonfinancial
tion to the semiannual monetary policydebt had continued to expand at a pace
report and the Chairman’s associatedomewhat above the middle of its range,
testimony and to the release of datahough borrowing by nonfinancial sec-
indicating an acceleration of labortors had slowed in recent months.
costs, growing signs of a firming of The staff forecast prepared for this
activity abroad, and a weaker dollarmeeting suggested that the expansion
On net, most interest rates were abouwould gradually moderate to a rate com-
unchanged over the intermeeting intermensurate with the growth of the eco-
val. Key measures of share prices imomy’s estimated potential. The growth
equity markets, buoyed early in theof domestic final demand increasingly
period by lower interest rates andwould be held back by the anticipated
better-than-anticipated quarterly earnwaning of positive wealth effects asso-
ings reports, largely reversed those gainsiated with earlier large gains in equity
when rates backed up, and share pricgwices; the slower growth of spending
ended the period with mixed results.  on consumer durables, houses, and busi-
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ness equipment in the wake of the prodeveloped in recent months—higher
longed buildup in the stocks of thesdong-term interest rates and a flattening
items; and the higher intermediate- anaf equity prices. Given the persistent
longer-term interest rates that hadtrength of domestic demand and
evolved as markets came to expect thamproving economies abroad, many
a rise in short-term interest rates wouldnembers saw the risks to this outlook
be needed to achieve a better balances tilted to the upside, especially if
between aggregate demand and aggrehort-term interest rates were to remain
gate supply. The lagged effects of theat their current levels. Against this
earlier rise in the foreign exchangebackground, the risks in the outlook
value of the dollar were expected tofor prices also seemed to be tilted
place continuing, though diminishing,toward somewhat higher inflation. Price
restraint on U.S. exports for some periodnflation had been held in check by
ahead. Price inflation was projected taccelerating productivity and declines
rise somewhat over the forecast horizorin oil and other import prices. Evi-
in part as a result of higher import pricesdence was mixed on whether the accel-
and some firming of gains in nominaleration in productivity was persisting,
labor compensation in persistently tightout the earlier favorable developments
labor markets that would not be fullyin import prices were already dissipat-
offset by rising productivity. ing, adding to the inflation risk posed by
In the Committee’s discussion of cur-the possibility of further tightening in
rent and prospective economic developtabor markets should domestic demand
ments, members commented that thé&il to moderate.
expansion of economic activity contin- In their comments about regional
ued to display substantial underlyingeconomic developments, the members
strength with few indications of slowing reported generally favorable business
in the growth of consumer and businessonditions and further growth in all
expenditures. While the information forregions, with variations ranging from
the second quarter pointed to a markedome acceleration in a number of Fed-
deceleration from the pace in othereral Reserve Districts to modest decel-
recent quarters, the slowdown wasrationin some others. Several indicated
induced to an important extent bythat economic activity in some parts of
sharply reduced inventory investmenthe country was being held down by
that partly offset robust further growthshortages of labor. Most industries con-
in consumer and housing expendituretinued to exhibit strength, but weakness
and a surge in spending by busineswas reported in agriculture and related
for equipment. The members generallypusinesses and in manufacturing indus-
anticipated a rebound in the rate of ecotries such as textiles.
nomic expansion over the balance of With regard to the outlook for key
the year and in 2000, possibly to a pacsectors of the economy, members
averaging around the economy'’s longreferred to the favorable prospects for
run potential. Growth at this rate wouldcontinued robust growth in employment
represent a noticeable slowing fromand incomes that likely would sustain
the pace that had prevailed in recenappreciable further expansion in con-
years, and its realization dependedumer expenditures. However, substan-
importantly on the damping effects ontial uncertainty surrounded the outlook
domestic demand of the less accommder stock market prices whose sharp
dative financial conditions that hadrise and the associated increase in
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wealth over the course of recent yearshortfall in the second quarter. While the
had helped to foster a high level oflong-run trend undoubtedly remained in
consumer confidence and willingnesghe direction of declining inventory—
to spend. The absence of further largsales ratios, the shortfall of inventory
gains in stock prices, should receninvestment during the spring probably
trends persist, would remove this stimuhad on the whole lowered holdings at
lus and probably induce some moderaleast temporarily below intended levels
tion in the growth of consumer spend-as evidenced in part by anecdotal reports
ing. However, as the experience ofhat lean inventories had reduced sales
recent years had amply demonstratedn some areas. Moreover, some buildup
stock market trends were very difficultrelating to century date change concerns
to predict. Concerning the prospects foseemed likely; in this regard, anecdotal
business capital investment, memberseports suggested that some businesses
saw indications that outlays might riseplanned to accumulate inventories in the
more moderately after a surge in thdorm of imports because of questions
second quarter. Weak trends in orderabout the availability of such goods
for many types of equipment and soft-around the year-end. Members acknowl-
ness in nonresidential constructioredged that available survey and anec-
pointed to a considerable decelerationlotal evidence did not point to any
in total business investment. At the same&videspread perception of a significant
time, however, further advances inneed to build up inventories, and indeed
technology and declining prices werethere were indications of overstocking
likely to underpin continued very strongin some industries. Even so, appreciable
expenditures for computer and commuinventory accumulation was seen as the
nications equipment, thereby sustainingnost likely prospect for the balance of
still robust if reduced increases in overthe year. While such a forecast was sub-
all business investment. ject to substantial risks in both direc-
Residential construction activity wastions, it implied, if realized, a significant
expected to moderate a bit over comindpoost to GDP growth over the second
quarters as the rise that had occurrebalf of the year.
in mortgage interest rates exerted its The government sector was now
lagged effects. The deceleration wagxpected to exert somewhat less re-
likely to be limited in the near term, straint on overall demand in the econ-
however, as the backlogs that had builomy, as burgeoning budget surpluses
up earlier in the year and associatedeemed to be weakening restraints on
shortages in inventories of new homegederal government outlays and tax cuts
were worked down. Indeed, anecdotalvere a possibility. In addition, export
reports indicated currently strong housgrowth was projected to strengthen in
ing markets in several areas of the counconjunction with an improving eco-
try. Over time, the outlook for employ- nomic outlook in a number of impor-
ment and incomes should providetant U.S. trading partners, and import
support to the housing market, but likelygrowth seemed likely to moderate over
at a modestly diminished level. the next several quarters, reflecting the
The outlook for inventory investment projected deceleration in the U.S. econ-
remained characteristically uncertainpmy and the waning effects of the past
though the members commented thatppreciation of the dollar. A number of
there were reasons to anticipate sommembers commented, however, that
pickup in such investment following thethey saw downside risks to the trade
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outlook despite the improving econo-possibility of accelerating costs at cur-
mic performance in many countries.rent levels of labor resource utilization.
Adverse developments in those counThe major uncertainty was the extent to
tries remained a worrisome concern irwhich labor productivity would con-
light of unsettled political conditions tinue to accelerate and hold down the
that made it very difficult for govern- rise in unit labor costs. Recent data from
ment authorities in many of them tothe product side of the national income
implement the measures that werand product accounts suggested some
needed to solve underlying economigslowing in productivity growth and pres-
problems. sure on unit labor costs, but these ten-
In the course of the Committee’s dis-dencies were not confirmed by a close
cussion of the outlook for inflation, reading of income side data. In these
members commented that there was noircumstances, the outlook for price
persuasive evidence in recent statisticahflation remained subject to consider-
measures that price inflation was curable uncertainty.
rently picking up or that inflation expec- In the Committee’s discussion of pol-
tations were rising, though the declinescy for the period ahead, the members
in both inflation and expectations expewith one exception favored a proposal
rienced over the course of recent year®r a slight tightening of conditions in
no longer seemed to be occurring. Memreserve markets that would be consistent
bers nonetheless expressed concemith an increase in the federal funds rate
about the risks of some acceleratiorio an average of about/s percent. In
under foreseeable economic circumthe view of these members, a limited
stances. They cited a variety of statistipolicy move at this time would appropri-
cal and anecdotal signs that could bately supplement the small firming
viewed as harbingers of rising priceaction taken at midyear and at least for
inflation. Those included an upturn innow would position monetary policy
commodity prices, notably that of oil where it needed to be to foster continued
whose effects tended over time to spreasubdued inflation and good economic
relatively widely through the economy, performance. It would tend to validate
and the direct and indirect effects ofthe appreciable firming in financial mar-
the dollar’'s depreciation. Members alscets that had occurred in recent months,
reported some indications of reducedo some extent in anticipation of Com-
discounting by business firms and plansittee tightening. That firming was
for, or actual implementation of, higherimportant to hold the expansion of eco-
prices that businesses now saw as les@mic activity to a sustainable pace,
likely than earlier to be reversed forespecially as improving foreign econo-
competitive reasons. However, thesenies boosted the demand for U.S.
reports were still relatively scattered.  exports. While key measures of prices
The members’ basic concern aboutlid not at this point suggest any upturn
the outlook for inflation related to thein inflation, a failure to act would incur
possibility that continued strength ina substantial risk of increasing pressure
demand might not be accommodatedn already tight labor markets and
without placing greater pressures orhigher inflation. During the discussion,
labor compensation and prices. Thesome members observed that today’s
greatest risks would come from a furtheraction would reduce further the stimulus
tightening of labor markets, but manyprovided during the autumn of last year
members were also concerned about thte counter the global financial turmoil
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and related risks to the U.S. economyment has increased rapidly in recent months,

While not all vestiges of that turmoil 2”30' the ?Yi“%nl unentﬂpr:oxémtent rate, ?t
; : ; 4.3 percent in July, matched its average for
had disappeared, financial Condltlon?he first half of the year. Manufacturing out-

had improved markedly, foreign €Conot continued to grow moderately on aver-

mies had strengthened on balance, arigye in June and July. Total retail sales have
downside risks to economic perfor-grown less rapidly in recent months, while
mance in the United States were genefousing activity has remained robust. Avail-
ally reduced. One member indicated thagble indicators suggest that the expansion in

S . - usiness capital spending has slackened
in light of the persistence of low infla- somewhat afpter a gurge ?his spring. The

tion, a policy tightening move was notnominal deficit on U.S. trade in goods and

warranted at this time and would in factservices widened substantially in the second

incur some risk of unnecessarily curbin%uarter- Consumer price inflation has been

the expansion in economic activity. oosted in recent months b%/tﬁ” gpp;ecuablg
rise in energy prices; against the backgroun

. Al t_he me_mbers who supported Aof very tight labor markets, increases in

tightening action also favored the retenyages and total compensation have been

tion of a symmetric directive. Thesesomewhat larger.

members agreed that the Committee Most interest rates are little changed on

should keep its options open with regardalance since the meeting on June 29-30,

: : . 1999. Key measures of share prices in equity
to the next policy move, whose dIreCtIOnmarkets have posted mixed changes over the

and timing would depend on evolVingjntermeeting period. In foreign exchange
economic and financial conditions. Inmarkets, the trade-weighted value of the dol-
this regard, while agreeing that inflationlar has declined slightly over the period in
risks had been substantially reduced biglation to the currencies of a broad group of
the actions taken in June and conterdmportant U.S. trading partners.

lated day’ : M2 and M3 have grown at a moderate
plated at today's meeting, many meMyace in recent months. For the year through

bers continued to see a possible increasgly, M2 is estimated to have increased at
in inflation pressures as the main threaa rate somewhat above the Committee’s

to sustained economic expansion. Howannual range and M3 at a rate approximating

; i he upper end of its range. Total domestic
ever, they did not anticipate that furtherfwonfinancial debt has continued to expand at

tightening would be needed in the neap ;e somewhat above the middle of its
term, allowing the Committee time to range.

gather substantial additional information The Federal Open Market Commit-
about the balance of aggregate supplige seeks monetary and financial con-

and demand. The members all agreegf'tions that will foster price stability and
that a symmetric directive would I,]ijznpromote sustainable growth in output. In

. . . urtherance of these objectives, the Com-
preclude a tightening move if warrantednittee reaffirmed at its meeting in June the

by developments over the months aheadanges it had established in February for
At the conclusion of this discussion,growth of M2 and M3 of 1 to 5 percent and
the Committee voted to authorize and to 6 percent respectively, measured from

: e fourth quarter of 1998 to the fourth quar-
direct the Federal Reserve Bank of Ne er of 1999. The range for growth of total

York, until it was instructed other- gomestic nonfinancial debt was maintained
wise, to execute transactions in the Sysat 3 to 7 percent for the year. For 2000, the
tem Account in accordance with theCommittee agreed on a tentative basis in
following domestic policy directive: June to retain the same ranges for growth of
the monetary aggregates and debt, measured
from the fourth quarter of 1999 to the fourth
The information reviewed at this meetingquarter of 2000. The behavior of the mone-
suggests continued solid expansion of ecaary aggregates will continue to be evalu-
nomic activity. Nonfarm payroll employ- ated in the light of progress toward price
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level stability, movements in their velocities, ments, it might want to examine whether
and developments in the economy and finansome adjustment in its procedures would
cial markets. be helpful. The Chairman did not feel

To promote the Committee’s long-run .
objectives of price stability and sustain-that the Committee was prepared to

able economic growth, the Committee in thecome to a decision on these issues
immediate future seeks conditions in reserv®efore more experience was gained with
markets consistent with increasing the fedthe current announcement approach, but
eral funds rate to an average of arounghe pelieved it was advisable to form a

5Ya percent. In view of the evidence cur- - R
rently available, the Committee believes thapUbcommittee at this time to study the

prospective developments are equally likelyarious questions that were involved.
to warrant an increase or a decrease in the anticipated that the subcommittee
federal funds rate operating objective duringvould come back to the Committee no
the intermeeting period. later than next spring with recommen-
Votes for this action: Messrs. Greenspandatlons or at Ieast_ SOme alternatives
McDonough, Boehne, Ferguson, Gramilichfor Committee con5|derat|0n. He e_lsked
Meyers, Moskow, Ke||ey' and Stern. Vo’[eMr. Ferguson to serve as its chairman
against this action: Mr. McTeer. and to select other members after con-
sultation with his colleagues on the
Mr. McTeer dissented for essentiallyCommittee.
the same reasons he did at the June 30
meeting: low inflation and, except for |t was agreed that the next meeting
energy, minimal inflation in the pipe- of the Committee would be held on
line. He believes that positive supply-Tuesday, October 5, 1999.
side forces will continue to damp the The meeting adjourned at 1:40 p.m.
impact of strong demand on output
prices and that productivity gains will Donald L. Kohn
continue to damp the effect of higher Secretary
wages on unit labor costs.

After the meeting, the following press
release was issued:

Chairman Greenspan announced the for-

mation of a subcommittee to review theThe Federal Open Market Committee today
wording of the directive, its meaning,VOted to raise its target for the federal funds

: ate by 25 basis points to¥s percent. In
and what the Committee announceé related action, the Board of Governors

shortly after its meetings. He noted thakpproved a 25 basis point increase in the
the sentence relating to the symmetry ofliscount rate to % percent.
the directive was subject to differing With financial markets functioning more

interpretations, and the Committee'%orma't'_y’ é’"”d W(ijthfpefSiStem stre_ngtk]!_ in
Qi i ; . domestic demand, foreign economies firm-
decision to announce immediately Slging and labor markets remaining very tight,

nificant changes in the symmetry Ofihe degree of monetary ease required to
asymmetry in the directive had made itaddress the global financial market turmoil
desirable to clarify its meaning. Mem-of last fall is no longer consistent with sus-
bers also had expressed some discorfained, noninflationary, economic expansion.
fort with the way these announcements Today's increase in the federal funds rate,
) - ogether with the policy action in June and
had been interpreted. While the Comyne firming of conditions more generally in

mittee did not contemplate retreatingu.s. financial markets over recent months,
from its policy of immediate announce-should markedly diminish the risk of rising

Establishment of Subcommittee
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inflation going forward. As a consequence,
the directive the Federal Open Market Com-
mittee adopted is symmetrical with regard to
the outlook for policy over the near term.

In taking the discount rate action, the
Federal Reserve Board approved requests
submitted by the Boards of Directors of
the Federal Reserve Banks of Boston, New
York, Philadelphia, Cleveland, Richmond,
Atlanta, Chicago, St. Louis, Kansas City,
and San Francisco. The discount rate is the
interest rate that is charged depository insti-
tutions when they borrow from their district
Federal Reserve Banks.

Meeting Held on
October 5, 1999

A meeting of the Federal Open Mar-
ket Committee was held in the offices
of the Board of Governors of the Fed-
eral Reserve System in Washington,
D.C., on Tuesday, October 5, 1999, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer
Mr. Meyer
Mr. Moskow
Mr. Stern

Messrs. Broaddus, Guynn, Jordan, and
Parry, Alternate Members of the
Federal Open Market Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
St. Louis respectively

Mr. Kohn, Secretary and Economist
Ms. Fox, Assistant Secretary

Ms. Cumming, Messrs. Howard, Lang,
Lindsey, Rolnick, Rosenblum,
Slifman, and Stockton, Associate
Economists

Mr. Fisher, Manager, System Open
Market Account

Messrs. Ettin and Reinhart, Deputy
Directors, Divisions of Research
and Statistics and International
Finance respectively, Board of
Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions
of Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Mr. Whitesell, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Mr. Kumasaka, Assistant Economist,
Division of Monetary Affairs,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Ms. Browne, Messrs. Eisenbeis,
Goodfriend, Kos, Rasche,
and Sniderman, Senior Vice
Presidents, Federal Reserve
Banks of Boston, Atlanta,
Richmond, New York,

St. Louis, and Cleveland
respectively

Messrs. Judd and Sullivan, Vice
Presidents, Federal Reserve
Banks of San Francisco and
Chicago respectively

Mr. Filardo, Assistant Vice President,
Federal Reserve Bank of
Kansas City

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on August 24, 1999,
were approved.

Mr. Gillum, Assistant Secretary
Mr. Mattingly, General Counsel
Mr. Prell, Economist

Ms. Johnson, Economist
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The Manager of the System Open Industrial production was up appre-
Market Account reported on recentciably further on balance in July and
developments in foreign exchange marAugust. Mining activity rose markedly,
kets. There were no open market operauitility output increased moderately on
tions in foreign currencies for the Sys-balance, and manufacturing production
tem’s account in the period since thaecorded a further sizable advance over
previous meeting, and thus no vote wathe two months. Within manufacturing,
required of the Committee. high-tech goods and motor vehicles

The Manager also reported on develwere sources of particular strength,
opments in domestic financial marketsvhile the production of nondurable
and on System open market transactiorgoods changed little. The rate of utiliza-
in government securities and federation of manufacturing capacity climbed
agency obligations during the periodover the two months but remained well
August 24, 1999, through October 4below its long-term average.

1999. By unanimous vote, the Commit- Total retail sales posted strong gains
tee ratified these transactions. over July and August. Increases in sales

The information reviewed at this were spread across all major categories,
meeting suggested that the expansion efith spending for nondurable goods and
economic activity was substantial in themotor vehicles notably strong. Expendi-
quarter just ended. Consumer spendinmres on services rose moderately in the
and business investment in durabléwo-month period. There were mixed
equipment remained strong, and invensignals with regard to the housing sec-
tory investment picked up from the slug-tor. Construction was at a high level, the
gish pace of the second quarter, whilénventory of unsold homes remained
residential housing activity showedquite low, and starts of multifamily units
some signs of deceleration. To meetose over the July—August period. How-
aggregate demand, industrial productioever, single-family housing starts edged
increased further and employment gainfower on balance over July and August,
continued to be relatively robust, keep-and sales of existing homes weakened.
ing labor markets taut. Inflation was The available information suggested
moderate, but somewhat above that ithat business capital spending continued
1998, owing to a sharp rebound into climb rapidly. Shipments of nonde-
energy prices. fense capital goods posted further large

Although private nonfarm payroll gains in July and August, with outlays
employment expanded relatively slowlyfor high-tech machinery and transpor-
in August, the slowdown had followedtation equipment particularly strong.
a surge in July, and growth for the twoln addition, new orders for durable
months was very close to the briskequipment turned up sharply in the two
pace of the first half of the year. Jobmonths. Nonresidential construction
gains in the service-producing sectomctivity changed little on balance in July
remained strong in the July—Augustas continued strength in the office and
period, while employment in the goods-an increase in the lodging and miscella-
producing sector continued to declineneous categories offset reductions in the
though at a slightly slower rate thanindustrial and non-office commercial
earlier in the year. The civilian unem-categories.
ployment rate dropped back to 4.2 per- Manufacturing and trade inventories,
cent in August, matching its low for the outside of motor vehicles, picked up
year. sharply in July after posting a small
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increase in the first half of the year, butin the past twelve months, the core
inventories remained lean in relationCPI rose less than in the previous
to sales. In manufacturing, stockstwelve-month period. At the producer
rebounded from a substantial Junéevel, prices of finished goods other
decline; however, the aggregate stockthan food and energy were essentially
shipments ratio remained at the bottonunchanged over the two months; more-
of its range for the past twelve monthsover, the change in core producer prices
Wholesalers also increased their invenin the past year was about the same as in
tories in July; while the inventory— the year-earlier period. At earlier stages
shipments ratio for this sector rose, itof processing, however, producer prices
was in the low end of its range for theof crude and intermediate materials
past year. In the retail sector, inventoriegxcluding food and energy had firmed
contracted somewhat in July, and thenoticeably over recent months. Average
inventory—sales ratio for this sector alsdourly earnings continued to grow at a
was near the bottom of its range over thenoderate pace over July and August,
past year. and the rise over the past year was con-
The nominal deficit on U.S. tradesiderably smaller than that for the year-
in goods and services widened in Julyearlier period.
from its second-quarter average, with At its meeting on August 24, 1999,
the value of imports rising more thanthe Committee adopted a directive that
the value of exports. The increase ircalled for a slight tightening of condi-
imports was concentrated in aircrafttions in reserve markets consistent with
consumer goods, industrial supplies, andn increase of/a percentage point in
oil. The step-up in exports occurred pri-the federal funds rate to an average of
marily in industrial machinery and semi-around %4 percent. The members noted
conductors. Among the major foreignthat this move, together with the firming
industrial countries, the limited avail-in June, should help to keep inflation
able information suggested that ecosubdued and to promote sustainable
nomic activity was strengthening ineconomic expansion. The Committee
Europe and the United Kingdom in thealso agreed that the directive should be
third quarter while economic indicatorssymmetric. A possible rise in inflation
for Japan were mixed after the strongemained the main threat to sustained
advance in the first half of the year.economic expansion, but it was not
Economic growth in Canada seemed tanticipated that further tightening
be continuing at a robust pace, and ecavould be needed in the near term and
nomic recovery in most of the Asianthere would be time to gather substan-
emerging-market economies was protially more information about the bal-
ceeding briskly. ance of risks relating to trends in aggre-
Inflation remained relatively moder- gate demand and supply.
ate, though somewhat above the pace of Open market operations after the
1998 because of a sharp rebound imeeting were directed toward imple-
energy prices. Overall consumer pricesnenting and maintaining the desired
increased in July and August at abouslight tightening of pressure on reserve
the second-quarter rate. Abstractingositions, and the federal funds rate
from the sharp advances in energy priceaveraged very close to the Committee’s
and the mild increases in food pricesb¥s percent target. Most other short-
consumer inflation continued to be relaterm market interest rates posted small
tively subdued over the two months.mixed changes on balance because the
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policy action was widely anticipated andmarket rates. For the year through
the FOMC'’s policy announcement afterSeptember, M2 was estimated to have
the August 24 meeting referenced markincreased at a rate somewhat above the
edly diminished inflation risks. How- Committee’s annual range and M3 at a
ever, longer-term yields rose somewhatate just above the upper end of its
over the intermeeting period in responseange. Total domestic nonfinancial debt
to the receipt of new information indi- continued to expand at a pace somewhat
cating both surprisingly strong spendingabove the middle of its range.
at home and abroad and higher com- The staff forecast prepared for this
modity prices. Most measures of shareneeting suggested that the expansion
prices in equity markets registered sizwould gradually moderate to a rate
able declines over the intermeetingaround or perhaps a little below the
period, apparently reflecting not onlygrowth of the economy’s estimated
higher interest rates but also concernpotential. The growth of domestic final
that U.S. stocks might be overvalueddemand increasingly would be held back
and that foreign equities were becomindy the anticipated waning of positive
relatively more attractive as economiowealth effects associated with earlier
prospects brightened abroad. large gains in equity prices; the slower
In foreign exchange markets, thegrowth of spending on consumer dura-
trade-weighted value of the dollarbles, houses, and business equipment
changed little over the period in rela-in the wake of the prolonged buildup
tion to the currencies of a broad grougn the stocks of these items; and the
of important U.S. trading partners. Thehigher intermediate- and longer-term
dollar depreciated against the currenciesiterest rates that had evolved as mar-
of the major foreign industrial countries,kets came to expect that a rise in short-
especially the Japanese yen, in responserm interest rates would be needed to
to generally stronger-than-expected inachieve a better balance between aggre-
coming data on spending and producgate demand and aggregate supply. The
tion in those countries. However, thelagged effects of the earlier rise in the
dollar rose against the currencies oforeign exchange value of the dollar
the other important trading partnerswere expected to place continuing, but
in the broad group, reflecting sizablesubstantially diminishing, restraint on
declines in the currencies of severall.S. exports for some period ahead.
countries in Latin America and Asia.  Core price inflation was projected to rise
Despite a further rise in opportunity somewhat over the forecast horizon, in
costs, M2 and M3 continued to grow atpart as a result of higher non-oil import
moderate rates in August and evidentlyprices and some firming of gains in
in September as well. Expansion ofnominal labor compensation in persis-
these two monetary aggregates was supently tight labor markets that would not
ported by further rapid expansion in thebe fully offset by rising productivity
demand for currency and strongemgrowth.
inflows to retail money market funds at In the Committee’s discussion of cur-
a time of weakness in U.S. bond andent and prospective economic condi-
equity markets. In addition, growth oftions, members commented that the
M3 was sustained by large flows intoincoming information suggested that
institution-only money market fundsthe expansion had been considerably
as the yields on those funds caughstronger in recent months than many
up to earlier increases in short-termhad anticipated, while most measures
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of inflation had remained subduedbers generally saw some risk of rising
The economy’s substantial momentuninflation going forward, but they also
seemed likely to persist over the balanceecognized that similar forecasts in
of the year, but the members continuedecent years had proved wrong and that
to expect some slackening during theonsiderable uncertainty surrounded
year ahead. This outlook was supportedxpectations of somewhat higher core
by the emergence of somewhat lesmflation.
accommodative conditions in financial In their review of developments
markets, including the increases thafcross the nation, members reported
had occurred in interest rates ovecontinued high levels of activity in all
the past several months and the steadyegions and few indications of moderat-
ing of stock market prices over theing growth, though agriculture remained
same period. On the other hand, foreigmnelatively depressed in many areas. The
economies were strengthening moranecdotal information from around the
quickly than anticipated and risingnation clearly supported the overall sta-
exports were likely to offset part of tistical evidence of persisting strength in
the slowdown in domestic demand. key components of domestic demand.
The implications of continued robustConsumer spending, notably for light
growth for the inflation outlook de- motor vehicles, was continuing to rise at
pended critically on judgments about thea brisk pace. Some of the strength in
supply side of the economy. Productiv-consumer durables was related to pur-
ity and economic potential seemed tahases associated with homebuild-
have been growing at an increasinglyng, which, though likely to slacken a
rapid rate in recent years. That accelerdittle owing to the rise in mortgage
tion had itself tended to boost consumpinterest rates, seemed to be staying at
tion and investment demand—in com-a high level. While consumer spend-
plex interactions of aggregate supplying probably would be sustained by
and demand—but it also had held dowrurther anticipated growth in employ-
increases in unit costs and prices. Anent and incomes, the pause in the
great deal of uncertainty surrounded thetock market, should it persist, and
behavior of productivity growth going the attendant effects on financial
forward, but some further pickup, andwealth were expected with some lag
the associated ability of the economy tdo damp further gains in consumer
accommodate more rapid growth with-expenditures.
out added inflation, was a possibility Business fixed investment appeared
that could not be overlooked. Howeverto have accelerated to a surprising extent
a further pickup in productivity growth in the third quarter from an already
was by no means assured, and a numbesbust pace earlier in the year. Further
of other favorable developments in supnoteworthy gains were recorded in busi-
ply and prices that had acted to restraimess expenditures for computing and
inflation in recent years had alreadycommunications equipment, evidently
begun to dissipate or reverse. Theseeflecting ongoing efforts to take advan-
included the substantial upturn in energyage of declining prices and improving
prices, the ebbing of import pricetechnology. Some of the rise in such
declines, and the pickup in health carespending could represent accelerated
costs; adverse trends in the latter tw@urchases in advance of the century
factors in particular were likely to be date change and might well tend to
extended. In these circumstances, menie offset in early 2000. Over time,
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however, ongoing efforts to enhancehat improvement was more attractive
productivity for competitive reasonsinvestment opportunities abroad and
suggested further vigorous growth insome associated weakening in the for-
spending for such equipment. Forecastsign exchange value of the dollar that
of other business investment expenimplied upward pressure on the prices
ditures were much less ebullient andf imports and to an uncertain extent on
on the whole pointed to little change.those of competing domestically pro-
Building activity currently displayed duced products. Moreover, some mem-
substantial strength in some major citbers saw the possibility of a steeper drop
ies, largely involving office and hotel in the dollar—under pressure from bur-
structures, but nonresidential construcgeoning foreign dollar portfolios as a
tion activity more generally was rela-consequence of very large U.S. current
tively sluggish. It seemed likely that account deficits—as an added source of
commercial building activity would be risk to the maintenance of sustainable
damped later as new capacity was conmgrowth and low inflation in the United
pleted and financing became less attraGtates.
tive in response to the rise that had In the Committee’s discussion of the
occurred in market interest rates. outlook for inflation, a number of mem-
The prospects for business inventoriebers emphasized that the behavior of
over coming months were difficult to prices had remained surprisingly benign
evaluate, with the usual uncertaintiesor an extended period, confounding
accentuated by century date changearlier forecasts of appreciable accelera-
effects. According to fragmentary infor-tion stemming from tight labor mar-
mation, inventory investment picked upkets and rising labor costs. That experi-
during the summer months from a veryence argued forcefully in their view for
low pace in the second quarter. To soméhe need to regard forecasts of increas-
extent, the recent strengthening mayng inflation with considerable caution.
have reflected precautionary stockbuildMost members nonetheless continued to
ing as insurance against potential supplyiew some increase in core price infla-
disruptions relating to the century dateion as a definite possibility. This view
change. Such stockbuilding might wellreflected their expectations that the cur-
intensify during the closing months ofrent expansion, even if it did moderate
the year and be reversed early next yeatp a pace approximating the economy’s
with effects of uncertain magnitude ontrend potential growth, would do so at a
overall economic activity in that period. level of resource use that, based on the
Looking beyond such a swing, businessistorical record, exceeded the econo-
inventories, which currently appeared tany’s sustainable capacity—perhaps by
be near desired levels in most industriesgven more than at present, given the
were projected to grow at a moderatevident strength of aggregate demand.
pace broadly in line with the expansionSuch an outcome seemed likely to gen-
in final sales. erate further pressures on unit labor
The strengthening of many econo-costs, which had tended in recent years
mies around the world was seen as & be contained by accelerating produc-
harbinger of increasing demand fortivity. There was no evidence that the
U.S. exports, a view that was reinforcedacceleration was coming to an end, but
by growing anecdotal indications ofthe members saw a clear risk that
improving foreign markets for a wide upward pressures on labor costs could at
range of U.S. products. An aspect ofome point outpace gains in productiv-
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ity. Members also mentioned that labodt was noted that expanding aggregate
compensation would come under greatesupply, boosted by accelerating produc-
pressures as a result of rising healthcarévity, had remained in reasonable bal-
benefit costs and possible increases iance with rapidly growing aggregate
the minimum wage. demand despite an already high level of
Other factors cited as pointing to aeconomic activity; however, substantial
less benign inflation performanceuncertainty surrounded the outlook for
involved the waning or reversal of aaggregate supply and aggregate demand
number of temporary influences that hadjoing forward, and it was unclear how
exerted a beneficial effect on prices irtheir interaction would affect the behav-
recent years. In particular, the decline ofor of inflation. In light of the uncertain-
the dollar from its recent high in July, ties surrounding these developments, the
especially if it were to continue, would members agreed that it would be desir-
mean higher import prices and reduceéble to await more evidence on the per-
price competition for a wide range offormance of the economy, and in this
domestic goods. In this regard, severalegard considerable new information on
members observed that they were heathe behavior of the economy and the
ing noticeably fewer comments by busi-outlook for inflation would become
ness contacts about their inability toavailable during the intermeeting period.
raise prices. Members also noted that, ifhe risks of waiting seemed small at
the context of apparently strengtheninghis juncture, in part because inflation
economic activity worldwide, non-oil and inflation expectations were not
commodity prices seemed poised to turtikely to worsen substantially in the near
upward, though they had risen onlyterm, and the Committee had demon-
slightly thus far. While oil prices, which strated its willingness to take needed
had increased sharply this year, hadnticipatory action to curb rising infla-
changed relatively little recently andtionary pressures that could threaten the
could move down in the future, second-overall performance of the economy.
ary effects of the earlier increase orThey also agreed that century date
costs and prices in other sectors of thehange concerns were not likely to be of
economy seemed likely. Nonethelessa kind or magnitude that would preclude
considerable uncertainty surrounded policy tightening move at the Novem-
expectations of rising inflation. Laborber meeting, should such an action seem
cost increases had not turned up, andarranted at that time.
core inflation continued to edge lower. On the issue of the tilt in the Commit-
Further improvements in productivity tee’s directive, a majority of the mem-
growth could keep price pressures irbers favored associating an unchanged
check for some time. policy stance with a directive that was
In the Committee’s discussion of pol-biased toward restraint. These members
icy for the intermeeting period ahead, alldid not anticipate that intermeeting
the members indicated that they favoredevelopments would require policy to
or could accept an unchanged policyoe tightened during the weeks immedi-
stance. Members commented that thegtely ahead, but they believed that the
saw little risk of a surge in inflation over Committee probably would need to
coming months, though some pickupmove to a less accommodative policy
from the currently subdued level of corestance in the relatively near future, pos-
price inflation was a distinct possibility sibly at the November meeting. They
under prospective economic conditionsalso believed that, given the Commit-
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tee’s recently adopted practice of immetem Account in accordance with the fol-
diately announcing its decisions tolowing domestic policy directive:
change the symmetry of the directive, an

asymmetrical directive would help con-  The information reviewed at this meet-
vey the message that policy adjustmentgg suggests that the expansion of eco-
might not yet be completed for the bal-nomic activity was substantial in the quarter
ance of this year and that the Committegust ended. Nonfarm payroll employment

remained concerned about potential inticréased briskly through August, and the
flati d | ts | . _civilian unemployment rate dropped back to
atonary developments In COMING4 > percent, matching its low for the year.

months. Other members, while generindustrial production was up appreciably fur-
ally agreeing that the risks pointed orther in July and August. Total retail sales
balance to some rise in inflation overposted sizable gains over the two months.
time, nonetheless were quite uncertaiffousing construction apparently has slowed

- e . somewhat but has remained at a high level.
about the timing of any additional firm- ay4ijaple indicators suggest that the expan-

ing in monetary policy and preferred tosjon in business capital spending has contin-
leave the Committee’s possible futureued to be rapid. The nominal deficit on U.S.
course of action more open. Even solrade in goods and services widened in July

they could accept an asymmetric direcfrom its average in the second quarter. Infla-
tive in light of the consensus that ha ion has continued at a moderate pace, albeit

. L omewhat above that in 1998 owing to a
emerged at this meeting in favor of ansharp rebound in energy prices.

unchanged policy stance. Most short-term interest rates have
With regard to the Committee’s posted small mixed changes since the meet-
announcement of its decision to adop;d/‘igl é)s” ﬁ;?gshszéﬁ 1593?]}3 \\;vvﬂg? |R/f|1c£;’1§tr'tnig2
an asymmetric directive, members ob o on o )
serveg that the recent practice of makingee of share prices in equity markets have
p Yegistered sizable declines over the inter-

such announcements had led to som@eeting period. In foreign exchange mar-
misinterpretations of the Committee’skets, the trade-weighted value of the dollar
intentions and seemed to have added feas changed little over the period in relation
volatility in financial markets. As a con- 1© the currencies of a broad group of impor-

. . _gtant U.S. trading partners.
sequence, Committee members briefly 15 214 M3 have continued to grow at

considered alte_rnative treatments 0f moderate pace. For the year through Sep-
symmetry and disclosure for this meettember, M2 is estimated to have increased
ing. Because the Committee had beguft a rate somewhat above the Committee’s
a process for examining the wording ofannual range and M3 at a rate just above the

- . . . upper end of its range. Total domestic non-
its directive and its announcement pOIi‘inancial debt has continued to expand at

icy, most of the members concluded thag pace somewhat above the middie of its
the most satisfactory alternative forrange.

now, though it was not fully satisfac- The Federal Open Market Committee
tory, was to continue with the Commit- seeks monetary and financial conditions that

) - Will foster price stability and promote sus-
tee’s recent announcement praCtlc%l\éﬂnable growth in output. In furtherance of

However, the working group chaired byihese objectives, the Committee reaffirmed
Governor Ferguson was requested t@t its meeting in June the ranges it had estab-
expedite its report, if possible. lished in February for growth of M2 and M3
At the conclusion of this discussion,of 1 to 5 percent and 2 to 6 percent respec-
the Committee voted to authorize an ively, measured from the fourth quarter of

. 998 to the fourth quarter of 1999. The range
direct the Federal Reserve Bank of Nevfy." growth of total domestic nonfinancial

York, until it was instructed other- debtwas maintained at 3 to 7 percent for the
wise, to execute transactions in the Sysyear. For 2000, the Committee agreed on a
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tentative basis in June to retain the same
ranges for growth of the monetary aggre-
gates and debt, measured from the fourth
quarter of 1999 to the fourth quarter of 2000.
The behavior of the monetary aggregates
will continue to be evaluated in the light of
progress toward price level stability, move-
ments in their velocities, and developments
in the economy and financial markets.

To promote the Committee’s long-run
objectives of price stability and sustainable
economic growth, the Committee in the
immediate future seeks conditions in reserve
markets consistent with maintaining the
federal funds rate at an average of around
5Ya percent. In view of the evidence cur-
rently available, the Committee believes that
prospective developments are more likely to
warrant an increase than a decrease in the
federal funds rate operating objective during
the intermeeting period.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Ferguson, Gram-
lich, McTeer, Meyers, Moskow, Kelley,

and Stern. Votes against this action: None.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, November 16, 1999.

The meeting adjourned at 1:25 p.m.

Donald L. Kohn
Secretary

Meeting Held on
November 16, 1999

A meeting of the Federal Open Mar-
ket Committee was held in the offices
of the Board of Governors of the
Federal Reserve System in Washing-
ton, D.C., on Tuesday, November 16,
1999, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer

Mr. Meyer
Mr. Moskow
Mr. Stern

Messrs. Broaddus, Guynn, Jordan, and
Parry, Alternate Members of the
Federal Open Market Committee

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and
St. Louis respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Ms. Johnson, Economist

Mr. Prell, Economist

Ms. Cumming, Messrs. Howard,
Hunter, Lang, Lindsey, Rolnick,
Slifman, and Stockton, Associate
Economists

Mr. Fisher, Manager, System Open
Market Account

Messrs. Ettin and Reinhart, Deputy
Directors, Divisions of Research
and Statistics and International
Finance respectively, Board of
Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions
of Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Mr. Whitesell, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Messrs. Stewart and Stone, First
Vice Presidents, Federal
Reserve Banks of New York
and Philadelphia respectively
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Messrs. Beebe, Eisenbeis, Lacker, ~ what. However, industrial production
Rasche, and Sniderman, Senior \yas trending up, job growth was still
e o S e, R 5010, and the unemployment rate ha
Richmond, St. Louis, and edged down. Despite tight job markets,
Cleveland respectively labor compensation had been rising

more slowly than last year. Inflation

Messrs. Bentley, Fuhrer, and Kahn,  remained moderate, though at a pace
Vice Presidents, Federal Reserve ghove that in 1998 because of a sharp
Banks of New York, Boston, and  .oj55und in energy prices.

Kansas City respectively . .
A large increase in nonfarm payroll
Mr. Wynne, Research Officer, Federal €Mmployment in October followed a
Reserve Bank of Dallas small rise in September; the average
gain for the two months was appreciable
By unanimous vote, the minutes ofbut somewhat below the pace of earlier
the meeting of the Federal Open Markein the year. Job growth rebounded
Committee held on October 5, 1999strongly in most employment catego-
were approved. ries, but further small losses were posted
The Manager of the System Operin manufacturing and retail trade. The
Market Account reported on recentrobust expansion in the demand for
developments in foreign exchange marworkers in October led to a small
kets. There were no open market transdecline in the civilian unemployment
actions in foreign currencies for the Sys+ate, to 4.1 percent, a new low for the
tem’s account in the period since theyear.
previous meeting, and thus no vote was Industrial production recorded a
required of the Committee. strong gain in October after having
The Manager also reported on develfallen slightly in September as a result
opments in domestic financial marketof the adverse effects of Hurricane
and on System open market transactiorSloyd. Manufacturing and utilities out-
in government securities and federaput advanced strongly in October, while
agency obligations during the periodmining activity edged up. The increases
October 5, 1999, through November 15in manufacturing were widespread,;
1999. By unanimous vote, the Commit-however, production of transit equip-
tee ratified these transactions. ment, particularly aircraft and parts, and
The Committee then turned to a disfarm equipment continued to decline.
cussion of recent and prospective ecofhe utilization of total industrial capac-
nomic and financial developments, andty rebounded in October from the
the implementation of monetary policyhurricane-related production losses of
over the intermeeting period ahead.  the previous month but remained some-
The information reviewed at this what below its long-run average level.
meeting suggested that economic activ- Growth of consumer spending appar-
ity continued to expand briskly. Theently had moderated somewhat further
limited data on aggregate demand thatecently, but surveys indicated that con-
had become available since the sumsumer confidence continued to be high
mer pointed to some moderation in theand personal income rose briskly in the
growth of consumer spending and othird quarter. Total nominal retail sales
business investment in capital equip€hanged little in September and Octo-
ment and software. Residential construdser, with purchases at auto dealerships
tion appeared to have weakened soméalling in both months and sales at other
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stores growing less rapidly on balanceof its range over the past year. In the
Housing activity weakened somewhatetail sector, the pace of inventory accu-
over the summer but was still at a highmulation slowed noticeably in the third
level. Some of the drop in housing startgjuarter, reflecting a runoff of stocks at
in September probably was attributablewuto dealerships. Excluding autos, the
to unusually heavy rains in parts of therate of retail inventory accumulation
South and Northeast. In addition, saleshanged little from that of the second
of both new and existing homes declinedjuarter, and with sales rising rapidly the
appreciably in September. aggregate inventory—sales ratio fell to
The expansion of business fixedts lowest quarterly level since 1980.
investment picked up sharply in the third The deficit in U.S. trade in goods and
quarter, as a marked acceleration in ousservices widened on balance over July
lays for durable equipment and com-and August from its average for the
puter software more than offset a furthesecond quarter. The value of exports
weakening of nonresidential construcpicked up considerably over the two
tion activity. The strength in spendingmonths, with gains widely spread across
for durable equipment was concentratedthajor trade categories. The value of
in computer hardware and transportaimports surged, with large increases
tion equipment; the latter includedrecorded in all the major trade catego-
medium and heavy trucks, fleet sales ofies except food. The available informa-
light vehicles, and commercial aircraft.tion indicated that economic expansion
Outlays for computer software and comin the foreign industrial countries
munications equipment also were ugstrengthened further in the third quarter.
appreciably. Trends in orders suggesteBconomic recovery continued in Japan,
that the buoyancy in business spendinthough there were signs that consumer
for capital equipment had continued intodemand was lagging somewhat. In the
the fourth quarter. Weakness in nonresieuro area, the United Kingdom, and
dential building activity in the third Canada, economic activity appeared to
quarter was widespread, though officdhave accelerated in the third quarter.
construction remained on a solid upwarddmong the developing countries, eco-
trend. nomic activity continued to expand in
Business inventory investment inemerging Asia and parts of Latin
book value terms picked up somewhaAmerica.
in the third quarter, but with sales Consumer prices increased at a
increasing rapidly stock—sales ratioslightly faster rate in September, with a
generally remained quite low. Manufac-further large rise in energy prices a con-
turers added slightly to their stocks aftetributing factor. Core consumer inflation
two quarters of inventory liquidation. also picked up in September, in part
However, the buildup of stocks in thebecause of a sharp jump in tobacco
third quarter did not keep pace with theprices. Nonetheless, core consumer
rise in shipments, and the sector’'rices rose less over the twelve months
stock—shipments ratio was near the botended in September than over the pre-
tom of its range over the precedingceding twelve-month period. At the pro-
twelve months. Wholesalers also addeducer level, price inflation for finished
to their inventories in the third quarter,goods other than food and energy items
and with stockbuilding keeping paceslowed appreciably in October from
with sales, the inventory—sales ratio fothe elevated September rate, which
the sector remained in the lower portiorhad been boosted by the tobacco price



Minutes of FOMC Meetings, Novembe267

increase. For the year ended in Octobeproducer prices and retail sales that
core producer prices rose appreciablpoosted market concerns about unsus-
more than in the preceding year. Meatainable growth, higher inflation, and
sured on a year-over-year basis, labdiurther monetary tightening. Over the
compensation rose more slowly in thesecond half of the intermeeting period,
year ending in the third quarter than ithowever, rates largely retraced their
had in the preceding year. However, théncreases in reaction to the release of
gain in the third quarter was a little data indicating low wage and consumer
larger than the subdued average pace forice inflation. Most measures of share
the first half of the year; the step-up wagrices in equity markets registered siz-
entirely attributable to larger increasesble gains over the intermeeting period,
in benefits. Average hourly earningsapparently reflecting stronger-than-
edged up in October after a large risexpected earnings reports and greater
in September. For the twelve monthoptimism about the prospects for contin-
ended in October, average hourly earnded robust output growth and low
ings decelerated slightly from the previ-inflation.
ous twelve months. In foreign exchange markets, the
At its meeting on October 5, the Com-trade-weighted value of the dollar
mittee adopted a directive that called forchanged little over the period in relation
maintaining conditions in reserve mar-to the currencies of a broad group of
kets consistent with an unchanged fedimportant U.S. trading partners. A small
eral funds rate of around¥s percent. appreciation against the currencies of
The members noted that the behavior ahe major foreign industrial countries
prices had continued to be relativelyoffset a comparable depreciation in rela-
subdued and that the risk of a substartion to the currencies of other important
tial worsening in inflation and infla- trading partners. Among the major cur-
tion expectations over coming monthgencies, the dollar rose against the euro
seemed to be small. Nonetheless, thegnd the pound sterling despite a tight-
saw some pickup in inflation as a dis-ening of European monetary policy in
tinct possibility under anticipated eco-response to the implications for future
nomic conditions and concluded that thenflation of indications of a strong
directive should indicate that prospecpickup in economic activity. The dollar
tive developments were more likely tofell further against the yen, whose
warrant an increase than a decrease strength presumably reflected evidence
the funds rate objective in the near termof continued economic recovery in
Open market operations throughouflapan and the prospect of another sub-
the intermeeting period were directedstantial fiscal stimulus package. The
toward maintaining the federal fundsdollar’s drop in terms of the currencies
rate at around %: percent, and the rate of other important trading partners
averaged close to the Committee’s tarreflected in part optimism about contin-
get. On balance, most market interesied recovery in Asian emerging econo-
rates posted small mixed changes ovenies as well as signs of renewed politi-
the intermeeting interval. The Commit-cal stability in some Latin American and
tee’s announcement of a bias toward\sian countries.
tightening surprised many market par- M2 continued to grow at a moderate
ticipants, and interest rates rose someate in October. The recent performance
what after the meeting. Yields climbedof this aggregate likely was associated,
further in response to incoming data orat least in part, with the rise in market
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interest rates earlier in the year thabe fully offset by rising productivity
boosted the opportunity cost of holdinggrowth.
liquid balances. The expansion of M3 In the Committee’s discussion of cur-
picked up over September and Octoberent and prospective economic develop-
reflecting a strong acceleration in itsments, members commented that the
non-M2 component that was associatedtatistical and anecdotal information that
with strong inflows to institutional had become available since the October
money market funds and stepped-upneeting continued to point to robust
issuance of large time deposits to meegrowth in overall economic activity,
credit demands. For the year throughllespite some indications of softening in
October, M2 and M3 were estimated tdnterest-sensitive sectors of the econ-
have increased at rates somewhat aboweny. Although productivity develop-
their annual ranges for 1999. Totalments remained quite favorable, the
domestic nonfinancial debt continued tdaster rise in productivity itself appar-
expand at a pace somewhat above thently had tended to bolster demand more
middle of its range. than supply through its effects on equity
The staff forecast prepared for thisprices and consumption and on the
meeting suggested that the expansiodemand for capital equipment. While
would moderate gradually to a ratereal interest rates had increased to some
around, or perhaps a little below, theextent to restore balance between supply
growth of the economy’s estimatedand demand, they evidently had not
potential. The expansion of domestiaisen enough or had not been high for
final demand increasingly would be heldong enough, and growth at an unsus-
back by the anticipated waning of posi-tainable pace continued to ratchet up
tive wealth effects associated with earpressures in labor markets. Abstracting
lier large gains in equity prices; thefrom possible temporary fluctuations
slower growth of spending on consumeassociated with the upcoming century
durables, houses, and business equigate change, the members saw few signs
ment and software in the wake of theof significant slowing in aggregate
prolonged buildup in the stocks of theselemand over the next few months. Over
items; and the higher intermediate- ané somewhat longer horizon, however,
longer-term interest rates that hadhey believed that growth in aggregate
evolved as markets came to expect thatemand was likely to moderate to a
a rise in short-term interest rates wouldnore sustainable pace that would bring
be needed to achieve sustainable, noii-into closer balance with the expansion
inflationary growth. The lagged effectsin aggregate supply. Key factors cited
of the earlier rise in the foreign by the members in support of their
exchange value of the dollar wereexpectations of slower growth in overall
expected to place continuing, thoughtdomestic spending were the lagged and
substantially diminishing, restraint onto some extent already evident effects of
U.S. exports for some period aheadthe rise that had occurred in long-term
Core price inflation was projected tointerest rates, including mortgage rates,
rise somewhat over the forecast horiand the effects on business and con-
zon, partly as a result of the passsumer sentiment of a less buoyant stock
through of higher non-oil import prices market, should the latter persist. How-
and some firming of gains in nom-ever, the recent depreciation of the dol-
inal labor compensation in persis-lar and the ongoing strengthening of
tently tight labor markets that would notmany foreign economies would stimu-
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late rising export demand and perhapsumer spending, however, was the pros-
substantially reduce the drag exerted opect that the wealth effects from sharp
the economy by the foreign trade sectorarlier increases in the value of stock
The members acknowledged that theimarket holdings would wane in the
forecasts were subject to a substantialbsence of a new upsurge in stock mar-
degree of uncertainty, but the risks orket prices.
balance were seen as tilted toward Growth of business spending for
growth strong enough to put added presequipment and software was expected to
sures on already tight labor marketsmoderate in the current quarter, largely
Greater pressures on labor resources) conjunction with what was seen as a
should they materialize, would at somaemporary slowdown in purchases of
point foster larger increases in laborcomputers in the period before the cen-
costs, with potentially adverse implica-tury date change. However, the mem-
tions for price inflation over time. bers saw no significant evidence that the
With regard to the prospective perfor-strong uptrend in spending on capital
mance of key sectors of the economyequipment might otherwise be weaken-
forecasts of somewhat slower growth iring. In contrast to the pattern for busi-
consumer spending appeared to be supess fixed investment, nonfarm inven-
ported by recent reports of some modtory investment was projected to rise in
eration in sales of motor vehicles fromthe current quarter in connection with a
extraordinarily high levels. Anecdotaltemporary bulge related to the century
reports relating to recent retail saleglate change but also to bring lean inven-
around the country were mixed, buttories into better alignment with antici-
members indicated that their contacts ipated sales. Once the perturbations
the retail industry were uniformly opti- related to the century date change had
mistic about the outlook for sales duringrun their course, inventory growth was
the holiday season and recent surveysxpected to return to a more normal
suggested a very high level of consumepace during 2000.
confidence. Retail sales might be also In the housing market, rising mort-
augmented during the closing weekgage rates had fostered some declines
of the year by precautionary purchasefrom recent peaks in starts and sales,
related to century date change concernand persisting softness in housing activ-
Looking ahead, and abstracting from théty was anticipated. This expectation
unwinding in the early part of 2000 of tended to be supported by anecdotal
some transitory stockpiling of consumenreports of moderating homebuilding
goods, growth in consumer spendingactivity in several parts of the country.
seemed likely to moderate over time. IlNonetheless, the members cited a num-
part, forecasts of a less ebullient conber of factors that should tend to sus-
sumer sector reflected expectations dhin overall housing activity at a fairly
reduced demand for household goodslevated level. These included continu-
associated with a mild downturn ining though diminishing backlogs of
housing activity and the previous slow-unbuilt homes, rising incomes, and high
down in mortgage refinancings that hadevels of consumer confidence. In any
lowered household debt-servicing burevent, the outlook for housing was
dens and frequently had made accumusubject to considerable uncertainty as
lated housing equity available for con-reflected in recent surveys that had pro-
sumer expenditures. A potentially moreduced mixed results with regard to the
important factor in the outlook for con- near-term prospects for housing activity.
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Members anticipated that the dollar'sEven so, the pool of unemployed work-
recent depreciation and the strengtherers willing to take a job had continued to
ing of foreign economies would fosterbe drawn down, and it seemed likely to
a significant further pickup in exports.many members that prospective growth
Indeed, available data and anecdotah aggregate demand might generate
reports from around the country indi-increasing pressures on the economy’s
cated that foreign demand already hadbility to produce goods and services
improved markedly for some U.S. prod-and thus add to inflationary pressures
ucts. In these circumstances, domestiover time. This concern was heightened
demand would need to decelerate corby the prospect that a number of devel-
siderably for growth to proceed at aopments that had tended to contain
sustainable pace. inflation in the last few years were now

Concerning the outlook for inflation, reversing. Members mentioned in par-
members noted that despite the longcular the likelihood that increases in
duration of very tight labor marketslabor compensation might be headed
across the nation, labor compensatiohigher in lagged response to the pickup
had increased at a slightly lower raten consumer price inflation this year.
this year while consumer price inflationAlso likely adding to labor cost pres-
had remained moderate, albeit aboveures were relatively large advances in
year-earlier levels owing to a sharp risehe cost of health care benefits and the
in energy prices. The deceleration irpossibility of a higher minimum wage.
labor compensation may have beemMoreover, the turnaround in energy
induced in large measure by the lowand import prices could tend to feed
level of consumer price inflation in through more directly into the prices of
1998. In addition, a major factor under-U.S.-produced goods by raising costs
lying the persistence of generally suband reducing competitive pressures
dued price inflation in a period of robustto hold down prices. Strengthening de-
economic expansion was the continmand around the world already seemed
ued acceleration in productivity, whichto be contributing to higher prices of
clearly was holding down increases imtmaterials and other nonlabor inputs in
unit production costs. The latter contrib-the production “pipeline.” In general,
uted to ongoing competitive pressurehiowever, the members anticipated that
that severely limited the ability of firms any pickup in inflation was likely to
to raise prices, helping to this point tobe gradual, with cost pressures quite
keep inflation at a low level. possibly continuing to be held largely

The members nonetheless remaineith check for some time by improving
concerned about the outlook for infla-productivity trends. They recognized
tion. They continued to focus especiallythat forecasts of rising inflation had
on the possibility that the anticipatedfailed to materialize in recent years,
moderation in the growth of aggregateraising questions about their understand-
demand, taking into account the outlookng of the empirical specification of the
for rising foreign demand for U.S. goodsrelationships that currently underlie the
and services, might not be sufficient tanflation process. On balance, though,
avoid added pressures on labor and othéne unsustainable pace of economic
resources. To be sure, the economy’sxpansion along with the reversal of
potential output appeared to be expandactors that previously had held down
ing briskly, with much of the impetus overall price increases suggested a
provided by accelerating productivity.significant risk that inflation would
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strengthen over time given prevailingsubsequent outlook for policy. On the
financial conditions. basis of currently available information,
Against this background, all the mem-a number of members indicated that they
bers supported raising the Committee’svere quite uncertain about the possible
target for the federal funds rate byneed for further tightening action over
25 basis points at this meeting. Viewscoming months to keep inflation within
differed to an extent on the outlook foracceptable limits. Continued favorable
inflation and policy going forward. price and unit cost data, driven in part
However, with tightening resource con-by improving productivity, suggested
straints indicating unsustainable growththat any further action should depend
only tentative signs that growth mighton incoming information about eco-
be slowing, and various factors that hachomic activity, pressures on resources,
been damping prices now turningand inflation. Other members, emphasiz-
around, all the members agreed on thimg the persistently strong growth in
need for a slight tightening at this meeteconomic activity and the unusually
ing to raise the odds on containing infla-high level of labor resource utilization,
tion and forestalling the inflationary suggested that additional firming of the
imbalances that would undercut the vengtance of policy probably would be nec-
favorable performance of the economyessary to keep inflation in check and
This view was reinforced by the pros-hence maintain the favorable backdrop
pect that the Committee might not findfor maximum economic growth. How-
it desirable to adjust policy at its Decem-ever, in view of the questions surround-
ber meeting when a tightening actioning the outlook, the amount of firming
could add to the potential financial un-already undertaken by the Committee
certainties and unsettlement surroundinthis year including at this meeting and
the century date change. Accordinglyjts uncertain effects, and the special situ-
any action might have to wait until the ation in financial markets over the year-
meeting in early February, and the memend, they supported the adoption of a
bers agreed that the risks of waiting forsymmetric directive. At the conclusion
such an extended period were unaccepbf this discussion, the Committee voted
ably high. to authorize and direct the Federal
All the members accepted a proposaReserve Bank of New York, until it was
to adopt a symmetric directive. Such dnstructed otherwise, to execute trans-
directive was viewed as consistent withactions in the System Account in accor-
the Committee’s current expectation thatlance with the following domestic
no further policy move was likely to directive:
be considered before the Committee’s
meeting in February. In the circum- The informa_tion revie_wed at this meeting
stances, a Committee decision to retaifuggests continued solid expansion of eco-
nomic activity. Nonfarm payroll employ-

the existing asymmetry toward tlghten'ment increased appreciably on average over

ing could well send a misleading signalseptember and October, and the civilian
about the probability of near-term actionunemployment rate dropped to 4.1 percent
and have an unsettling effect on finanin October, its low for the year. Industrial

cial markets at a time when concerngroduction recorded a strong gain in October

; i ywafter having been depressed in September by
relating to the century date change mlgh%e effects of Hurricane Floyd. Total retail

be adding to normal year-end pressureéggjes were flat in September and October
As noted previously, however, VIEWSowing to a drop in sales at auto dealers; sales
differed to some degree regarding that other stores were fairly robust. Housing
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activity softened somewhat over the summemarkets consistent with increasing the fed-
but has remained at a high level. Trends ireral funds rate to an average of around
orders suggest that business spending dV2 percent. In view of the evidence cur-
capital equipment has continued to increaseently available, the Committee believes that
The July—August deficit in U.S. trade in prospective developments are equally likely
goods and services was higher than its avete warrant an increase or a decrease in the
age in the second quarter, as further growtfederal funds rate operating objective during
in imports exceeded the rise in exports. Inflathe intermeeting period.
tion has continued at a moderate pace,
though above that in 1998 owing to a sharp Votes for this action: Messrs. Greenspan,
rebound in energy prices. Labor compensa- McDonough, Boehne, Ferguson, Gram-
tion rates have been rising more slowly than lich, Kelley, McTeer, Meyers, Moskow,
last year. and Stern. Votes against this action: None.
Most market interest rates have posted

small mixed changes since the meeting on At this meeting, the working group

October 5, 1999. However, measures o . -
share prices in equity markets have regis_I-:haIrEd by Mr. Ferguson provided an

tered sizable increases over the intermeetingterim report on its work to date con-
period. In foreign exchange markets, thecerning the wording of the Committee’s
trade-weighted value of the dollar hasdirectives, the Committee’s announce-
changed little over the period in relation toments after each meeting, and related

the currencies of a broad group of importan
U.S. trading partners. M2 continued to}ssues. The members expressed broad

grow at a moderate pace in October whil@gréement with the direction of the

M3 accelerated. For the year through Octoworking group’s tentative recommenda-
ber, M2 and M3 are estimated to havetions and provided feedback on specific
increased at rates somewhat above the Comssyes and wording. It was contemplated

mittee’s annual ranges for 1999. Totahnai the Committee would consider the
domestic nonfinancial debt has continued to

expand at a pace somewhat above the middf¥0rking group’s final report at a meet-
of its range. ing in the near future.

The Federal Open Market Committee It was agreed that the next meeting
seeks monetary and financial conditions thagf the Committee would be held on

will foster price stability and promote SUS- Tyesday, December 21, 1999. The meet-
tainable growth in output. In furtherance of. P . ’ )
g adjourned at 1:40 p.m.

these objectives, the Committee reaffirmed”
at its meeting in June the ranges it had estab-
lished in February for growth of M2 and M3 Donald L. Kohn
of 1 to 5 percent and 2 to 6 percent respec- Secretary
tively, measured from the fourth quarter of
1998 to the fourth quarter of 1999. The rang . .
for growth of total domestic nonfinancialeAfter the me_etlng, the following press
debt was maintained at 3 to 7 percent for théelease was issued:
year. For 2000, the Committee agreed on a
tentative basis in June to retain the samé&he Federal Open Market Committee today
ranges for growth of the monetary aggrevoted to raise its target for the federal funds
gates and debt, measured from the fourthate by 25 basis points to¥s percent. In
quarter of 1999 to the fourth quarter of 2000a related action, the Board of Governors
The behavior of the monetary aggregateapproved a 25 basis point increase in the
will continue to be evaluated in the light of discount rate to 5 percent.
progress toward price level stability, move- Although cost pressures appear generally
ments in their velocities, and developmentsontained, risks to sustainable growth per-
in the economy and financial markets. sist. Despite tentative evidence of a slowing
To promote the Committee’s long-runin certain interest-sensitive sectors of the
objectives of price stability and sustainableeconomy and of accelerating productivity,
economic growth, the Committee in thethe expansion of activity continues in excess
immediate future seeks conditions in reservef the economy’s growth potential. As a
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consequence, the pool of available workers
willing to take jobs has been drawn down
further in recent months, a trend that must
eventually be contained if inflationary imbal-
ances are to remain in check and economic
expansion continue.

Today'’s increase in the federal funds rate,
together with the policy actions in June and
August and the firming of conditions more
generally in U.S. financial markets over the
course of the year, should markedly diminish
the risk of inflation going forward. As a
consequence, the directive the Federal Open
Market Committee adopted is symmetrical
with regard to the outlook for policy over the
near term.

In taking the discount rate action, the
Federal Reserve Board approved requests
submitted by the Boards of Directors of the
Federal Reserve Banks of Boston, Cleve-
land, Richmond, and Kansas City. The dis-
count rate is the rate charged depository
institutions when they borrow short-term
adjustment credit from their District Federal
Reserve Banks.

Meeting Held on
December 21, 1999

A meeting of the Federal Open Market
Committee was held in the offices of
the Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, December 21, 1999, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Ferguson
Mr. Gramlich
Mr. Kelley
Mr. McTeer
Mr. Meyer
Mr. Moskow
Mr. Stern

Messrs. Broaddus, Guynn, Jordan,

Mr. Hoenig, Ms. Minehan, and
Mr. Poole, Presidents of the
Federal Reserve Banks of
Kansas City, Boston, and St. Louis
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Ms. Johnson, Economist

Mr. Prell, Economist

Ms. Cumming, Messrs. Howard,
Hunter, Lang, Rosenblum,
Slifman, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Winn, Assistant to the Board,
Office of Board Members,
Board of Governors

Messrs. Ettin and Reinhart, Deputy
Directors, Divisions of Research
and Statistics and International
Finance respectively, Board of
Governors

Messrs. Madigan and Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Ms. Roseman! Director, Division of
Reserve Bank Operations and
Payment Systems, Board of
Governors

Messrs. Dennis and Whitesell,
Assistant Directors, Divisions of
Reserve Bank Operations and
Payment Systems and Monetary
Affairs respectively, Board of
Governors

11. Attended portion of meeting relating to the
Committee’s consideration of the Report of
Examination of the System Open Market Account.

and Parry, Alternate Members
of the Federal Open Market
Committee
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Ms. Low, Open Market Secretariat the implementation of monetary policy
Assistant, Division of Monetary  gyer the intermeeting period ahead.

Affairs, Board of Governors The information reviewed at this
Mr. Moore, First Vice President meetlng suggested (FOntmL.]e.d strong
Federal Reserve Bank of expansion of economic activity. Con-
San Francisco sumer demand was particularly robust,

and business fixed investment remained
Messrs. Beebe, Eisenbeis, Goodfriendon a strong upward trend. Housing
gakklo,vRasghe,%ndtSn;gedrmaF, activity was still at an elevated level
e oo e acenie; Federal, despite some recen slippage. AS a con-
Atlanta, Richmond, Kansas City, Seduence, manufacturing production had
St. Louis, and Cleveland increased briskly in recent months, and
respectively nonfarm payrolls continued to rise rap-
idly. Despite very tight labor markets,
Ms. Perelmuter, Messrs. Rosengren anghhor compensation had been climbing
g’:st’:r:'/ev ggnigegédﬁgﬁyifgeral more slowly than last year. Aggregate
Boston, and Minneapolis price increases had been smaller in
respectively recent months, reflecting a flattening in
energy prices after a rapid run-up.

By unanimous vote, the minutes of Nonfarm payroll employment rose
the meeting of the Federal Open Markesubstantially further in October and
Committee held on November 16, 1999November. Job growth in the services
were approved. industry remained rapid in the two

The Report of Examination of the months, construction hiring continued
System Open Market Account, con-buoyant against a backdrop of project
ducted by the Board's Division of backlogs and unseasonably warm
Reserve Bank Operations and Paymenteather, and the pace of job losses in
Systems as of the close of business omanufacturing slowed further. The civil-
September 10, 1999, was accepted. ian unemployment rate fell to 4.1 per-

The Manager of the System Opercentin October, its low for the year, and
Market Account reported on recentremained at that level in November.
developments in foreign exchange mar- Industrial production continued to
kets. There were no open market operaadvance briskly in the October—
tions in foreign currencies for the Sys-November period, reflecting sizable
tem’s account in the period since thegains in manufacturing and mining out-
previous meeting, and thus no vote wagut. Within manufacturing, the produc-
required of the Committee. tion of consumer goods, construction

The Manager also reported on develsupplies, and materials was up substan-
opments in domestic financial marketgially. The further advance in manu-
and on System open market transactiorfacturing production in the two months
in government securities and federaboosted the factory operating rate, but
agency obligations during the periodcapacity utilization in manufacturing in
November 16, 1999, through DecemiNovember was still a little below its
ber 20, 1999. By unanimous vote, thdong-term average.

Committee ratified these transactions.  Total nominal retail sales rose appre-
The Committee then turned to a disciably in the first two months of the
cussion of recent and prospective ecdourth quarter. Sales gains were wide-
nomic and financial developments, andpread, but purchases of durable goods,



Minutes of FOMC Meetings, Decembe275

especially light vehicles, were particu-ably and the inventory—sales ratio for
larly strong. Anecdotal reports sug-this sector also was near the bottom of
gested that growth in consumer outlaysts range for the last twelve months.
was remaining brisk in December. Total retail stocks changed little on bal-
Housing activity, though somewhatance in October because of the sharp
softer in recent months, continued at aunoff at automotive dealerships. The
high level. Total private housing startsinventory—sales ratio for the retail sector
slipped in November after having heldas a whole was at the bottom of its range
steady in October. In addition, sales ofor the last year.
new homes in the September—October The U.S. deficit on trade in goods and
period (latest data) were a little belowservices widened somewhat in October
the pace recorded in the spring and earlfrom its average for the third quarter.
summer months, and existing homeThe value of exports edged up in Octo-
sales registered a fourth consecutiveer from its third-quarter level but the
decline in October. value of imports rose appreciably more,
The available information on orderswith much of the increase reflecting
and shipments suggested some slovgreater imports of consumer goods and
ing in the very rapid growth of businessmachinery. The available information
spending for capital equipment. Ship-suggested that economic expansion in
ments of nondefense capital equipmerthe euro area, the United Kingdom, and
recovered only partially in October from Canada picked up sharply in the third
a large September decline. Much of theuarter. In contrast, economic activity
pickup reflected a surge in shipmentsgleclined in Japan during the third quar-
of computers and related equipment irer after a surge in the first half of the
October after a plunge in the precedingzear. Among the developing countries,
two months. Trends in orders suggestedconomic activity continued to expand
that business spending on capitain emerging Asia and parts of Latin
equipment, notably for high-tech andAmerica.
transportation equipment, probably had Inflation had remained subdued in
increased further over the balance of theecent months. Consumer price inflation
fourth quarter. Outlays and contracts foedged down in October and November
nonresidential construction slowed fur-as energy prices steadied after having
ther in October. The pace of office condincreased rapidly earlier in the year.
struction was close to its third-quarterMoreover, excluding the volatile food
average; spending for industrial build-and energy components, consumer
ings continued to drop, and outlays forprices rose slightly less in the twelve
commercial structures were unchangechonths ended in November than in the
from their low September level. previous twelve-month period. At the
Business inventory investmentproducer level, prices of finished goods
slowed in October from the third-quarterother than food and energy were
pace, primarily reflecting a sizable liqui-unchanged in November after a mod-
dation of stocks at automotive dealererate increase in October. For the
ships. Stockbuilding among manufacturyear ended in November, core producer
ers stepped up slightly in October, buprices rose somewhat more than in
the stock—sales ratio for the sector wathe preceding year. However, producer
near the bottom of its range for the lasprices at earlier stages of processing
twelve months. At the wholesale level,continued to register increases some-
inventory accumulation slowed notice-what larger than those for finished
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goods. With regard to labor costs, theAs a result, most market interest rates
rise in compensation per hour in therose somewhat in the period after the
nonfarm business sector over the fouNovember 16 meeting. Despite the
quarters ending in September was dowappreciable increase in Treasury bond
considerably from the advance in theyields, most broad stock market indexes
preceding four-quarter period. In addi-advanced further during the intermeet-
tion, average hourly earnings rose moding period.
erately in the October—November period In foreign exchange markets, the
and in the twelve months ended intrade-weighted value of the dollar
November. changed little over the period in relation
At its meeting on November 16, theto the currencies of a broad group of
Committee adopted a directive thaimportant U.S. trading partners. The dol-
called for a slight tightening of condi- lar appreciated against the euro and the
tions in reserve markets consistent wittCanadian dollar, but those movements
an increase of/a percentage point in were largely counterbalanced by de-
the federal funds rate to an average aflines against the Japanese yen and the
around %2 percent. The members noteccurrencies of other important trading
that the slight tightening would enhancepartners.
the chances for containing inflation and M2 continued to grow at a moderate
forestalling the emergence of inflation-rate in November despite strong cur-
ary imbalances that could undermingency demand that likely was associated
the economy’s highly favorable perfor-with a combination of robust holiday
mance. The members also agreed on spending and precautionary stockpiling
symmetric directive. The special sit-for the century rollover. Higher opportu-
uation in financial markets over thenity costs and currency demand appar-
year-end, along with uncertainty abouently damped growth in holdings of
the economy’s response to the firmindiquid deposits. By contrast, M3 surged
already undertaken in 1999, suggesteth November, reflecting heavy issuance
that the Committee would want to assessf large time deposits to fund increases
further developments through early nextn bank credit and vault cash and large
year before considering additional pol-inflows to institution-only money mar-
icy action. ket funds. For the year through Novem-
Open market operations during theber, M2 and M3 were estimated to have
intermeeting period were directed to-increased at rates somewhat above the
ward implementing the desired slightlyCommittee’s annual ranges for 1999.
greater pressure on reserve positiongotal domestic nonfinancial debt con-
and the federal funds rate averaged clog&ued to expand at a pace in the upper
to the Committee’s % percent target. portion of its range.
However, with the economic expansion The staff forecast prepared for this
still quite strong and in the context of meeting suggested that the expansion
the expression of concern about thevould gradually moderate from its cur-
inflationary implications of unsustain-rently elevated pace to a rate around
ably fast growth in the Committee’sor perhaps a little below the growth of
announcement of its decision at thahe economy’s estimated potential. The
November meeting, incoming economicexpansion of domestic final demand
data were viewed by market participantsncreasingly would be held back by the
as increasing, on balance, the chancesiticipated waning of positive wealth
of further monetary tightening in 2000. effects associated with large earlier
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gains in equity prices, the slower growthuncertainty related in part to the diffi-
of spending on consumer durablesgulty of anticipating trends in stock mar-
houses, and business equipment arkekt prices and their effects on business
software in the wake of the prolongedand consumer sentiment and spending.
buildup in the stocks of these items, andMembers also noted that prospective
the higher intermediate- and longer-ternslowing in domestic demand was likely
interest rates that had evolved as mato be offset, at least to some extent,
kets came to expect that a rise in shortby further growth in exports should
term interest rates would be neededoreign economies as a group con-
to achieve sustainable, noninflationaryinue to strengthen as many forecasters
growth. However, continued solid eco-anticipated.
nomic expansion abroad was expected Uncertainties about the level and
to boost the growth of U.S. exports forgrowth of potential output and the
some period ahead. Core price inflatiomlynamics of the inflation process made
was projected to rise somewhat over thé difficult to relate with confidence pro-
forecast horizon, partly as a result ofiections of demand and activity to pros-
higher non-oil import prices and somepects for inflation. Members observed
firming of gains in nominal labor com- that they saw no indications that the
pensation in persistently tight laborimpressive gains in productivity might
markets that would increasingly out-be moderating, and, indeed, the most
pace even continued rapid productivityrecent data suggested some further
growth. acceleration. Moreover, persistent dis-
In the Committee’s discussion of cur-parities between the household and
rent and prospective economic develestablishment series on employment
opments, members commented that thgrowth might be reconciled by higher
most recent statistical and anecdotaimmigration than previously estimated,
information provided further evidencefurther boosting potential growth. None-
of persisting strength in the expansiortheless, the increase in aggregate
and of relatively subdued wage anddlemand had been exceeding even the
price inflation. The economy clearly now-higher sustainable rate of growth
would carry substantial expansionaryin aggregate supply, as indicated by
momentum into the new yeatr, quite posdeclines in the pool of available but
sibly in excess of growth in the econo-unemployed workers to a very low level
my’s long-run potential, and the keyand by the rise in imports. This differ-
issue for the Committee was whetheence between the growth of demand and
growth in aggregate demand would slowpotential supply could well persist
to a more sustainable pace without furunless demand moderated. Absent a
ther tightening in the stance of monetarypossible moderation, an upturn in unit
policy. Members noted in this regardlabor costs was seen as a likely possibil-
that evidence of a slowdown in theity, with eventual adverse implications
expansion was quite marginal at thidor price inflation. Inflation pressures
point and seemed to be limited largelymight also be augmented over time by
to some softening in housing activity.a number of special factors such as the
Looking beyond the near term, membersise in energy prices, the effects on
continued to anticipate some moderaimport prices of the dollar's deprecia-
tion in the growth of domestic demand,tion and strengthening foreign econo-
though the extent of the moderationmies, and faster increases in medical
remained subject to a wide range ofosts. While several of these factors
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implied limited price level adjustments, equipment. Business spending on con-
they could become embedded to @&truction was expected to change little
degree in ongoing inflation through theiron the whole, with strength in some
effects on wage increases and inflatiosectors, such as warehouse facilities, off-
expectations. Over the nearer termset by softness in sectors such as indus-
however, subdued inflation expectationsgrial structures and office buildings.
were likely to damp any incipient Some members noted, however, that
uptrend in the rate of price inflation. public works projects would help to sup-
In their review of economic condi- port overall construction activity.
tions across the nation, several members Recent data along with anecdotal
noted that high levels of business activseports indicated some loss of vigor in
ity were severely taxing available laborthe nation’s housing markets, though
resources and appeared to be constrainverall activity was still at a high level.
ing growth in a number of industries andThe recent pace of homebuilding was
parts of the country. Rising employmentsomewhat uneven, with relative strength
and incomes, along with the advancen some areas supported by seasonally
in stock market prices to new highs infavorable weather conditions or large
recent weeks, were fostering elevatethacklogs. Rising mortgage rates were
levels of consumer confidence ancited as a key factor underlying the
would be supporting consumer spendingimited moderation in residential con-
going forward. Anecdotal reportsstruction, but other factors included the
pointed to notably brisk retail sales dur-scarcity of skilled construction workers,
ing the current holiday season in manywith some diverted to nonresidential
parts of the country. Sales of new autoeonstruction projects, and indications
mobiles had rebounded recently afteof overbuilding in some areas. Looking
moderating somewhat from an excepahead, the members anticipated that fur-
tionally rapid pace earlier. While recentther growth in incomes and the ready
developments provided little basis foravailability financing for most home-
anticipating slower growth in consumerbuyers would sustain overall housing
spending, members commented theadctivity at a relatively high level.
such spending could be vulnerable to Forecasts indicated that while real net
adverse developments in the stoclexports would continue to decline over
market and the attendant effects onhe next several quarters, the rate of
consumer wealth and confidence; andecline would moderate substantially.
spending for household durables could@he solid further expansion expected in
be damped by the anticipated softness imany foreign economies, the slower
housing activity. growth of domestic demand in the
The capital goods markets also disUnited States, and the effects of the slip-
played very little evidence of any weak-page of the foreign exchange value
ening. They continued to be characof the dollar on the relative prices of
terized by disproportionately largeU.S. goods and services were all seen
investments in high-tech business equipas contributing to this outcome. In the
ment, although demand for more concourse of their comments, members
ventional equipment, apart from farmcited a number of examples of already-
equipment, also was relatively robustimproved export markets for a variety of
Assessments of the outlook for overallJ.S. products. While expanding foreign
business capital investment pointed talemand for U.S. goods and services was
further rapid growth led by outlays for a welcome development from the per-
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spective of numerous business firmsall the members endorsed a proposal to
such demand might add to pressures omaintain an unchanged policy stance
U.S. resources with potentially inflation-consistent with a target for the federal
ary implications, depending on thefunds rate centering or¥s percent. The
extent to which the growth in domesticmembers agreed that the Committee’s
demand would slow going forward. Sev-primary near-term objective was to fos-
eral members indicated their concerrier steady conditions in financial mar-
about the burgeoning current accounkets during the period of the century
deficit and the potential that it coulddate change and to avoid any action that
lead to a considerable weakening of thenight erode the markets’ confidence that
dollar at some point, which would tendthe Federal Reserve was fully prepared
to add to upward pressure on prices antb provide whatever liquidity would be
demand. needed in this period. The members
In their comments regarding the out-generally agreed that, if necessary, their
look for inflation, a number of membersconcerns about rising inflation could be
expressed concern that the anticipatedddressed at the meeting in early Febru-
moderation in overall demand might notary. They saw little risk of a significant
be large enough or soon enough to foreacceleration in inflation over the near
stall added pressures on already-tauerm, given recent price trends and the
labor markets. Although wage growthabsence of indications that inflationary
had remained moderate to date and unéxpectations might be deteriorating, and
labor costs damped, at some point tightthus little cost in deferring consideration
ening labor markets would begin to gen-of a policy tightening action. Moreover,
erate wage gains increasingly in excesthe Committee would be in a better
of productivity gains. Indeed, a few position by early February to assess the
members were concerned that unit labodelayed effects of its earlier tightening
costs could begin to accelerate even actions.
existing labor utilization levels. In addi- On the issue of the intermeeting tilt
tion, some of the forces that had beelin the Committee’s directive, most of
restraining inflation—declining oil, the members expressed a preference for
import, and commodity prices, and sub+etaining the symmetry adopted at the
dued increases in the costs of healtNovember meeting. While a preemptive
care—had already reversed. Even sdightening move might be warranted in
resulting acceleration in price inflationthe not-too-distant future to help contain
might be held down and possiblyinflationary pressures in the economy,
averted for a time by the economy’sthese members believed that a sym-
buoyant upward trend in productivity, metrical directive would best convey the
which could support profit margins andmessage that no tightening action was
help maintain the highly competitive contemplated for the weeks immedi-
conditions in many markets that made iately ahead. Such a directive would
difficult or impossible for most businesstherefore be more consistent with their
firms to raise their prices. In addition,desire to avoid any misinterpretations
there had been no evidence of any erasf their policy intentions that might
sion in the widespread expectation thatinsettle financial markets during the
inflation would remain subdued over thesensitive century-date-change period. In
long run. this view, longer-run concerns about
In the Committee’s discussion of pol-rising inflation could be addressed in the
icy for the period immediately ahead,press statement that would be issued
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after this meeting. A few members Most market interest rates are up some-
indicated a marginal preference for anvhat since the meeting on November 16,

; ; : 999. Measures of share prices in equity
asymmetric directive that focused o markets have risen further over the inter-

the possibility of an eventual rise iNyeeting period. In foreign exchange mar-
interest rates. In their view, an asym+ets, the trade-weighted value of the dollar
metric directive would be more con-has changed little over the period in relation
sistent with the consensus among tht® the currencies of a broad group of impor-
Committee members regarding thdant U.S. trading partners.

. . M2 continued to grow at a moderate pace
most likely course of monetary pOIICyin November while M3 surged. For the year

over the next few meetings and the useyrough November, M2 and M3 are esti-

of the bias statement that had comenated to have increased at rates somewhat
to encompass this longer horizon andgbove the Committee’s annual ranges for
was understood as such by financial999. Total domestic nonfinancial debt has

e . expanded at a pace in the upper end of its
market participants and the publlc.range

Moreover, such a directive was widely "The Federal Open Market Committee
anticipated in financial markets andseeks monetary and financial conditions that
hence would incur little risk in their will foster price stability and promote sus-

view of a market disturbance in thetainable growth in output. In furtherance of
- - these objectives, the Committee reaffirmed
weeks immediately ahead. However t its meeting in June the ranges it had estab-

they could readily accept a symmetricalighe in February for growth of M2 and M3

directive in |Ight of the Contemplated of 1 to 5 percent and 2 to 6 percent respec-

press announcement. tively, measured from the fourth quarter of
At the conclusion of this discussion,1998 to the fourth quarter of 1999. The range

the members voted to authorize ande' growth of total domestic nonfinancial
ebt was maintained at 3 to 7 percent for the

direct the Federal Reserve Bank Of/jear. For 2000, the Committee agreed on a
New York, until it was instructed other- ientative basis in June to retain the same
wise, to execute transactions in the Syssanges for growth of the monetary aggre-
tem Account in accordance with the fol-gates and debt, measured from the fourth
lowing domestic directive: quarter of 1999 to the fourth quarter of 2000.
The behavior of the monetary aggregates
will continue to be evaluated in the light of
The information reviewed at this meet-progress toward price level stability, move-
ing suggests continued strong expansioments in their velocities, and developments
of economic activity. Nonfarm payroll em- in the economy and financial markets.
ployment increased substantially further in To promote the Committee’s long-run
October and November, and the civilianobjectives of price stability and sustainable
unemployment rate stayed at 4.1 percent ieconomic growth, the Committee in the im-
November, its low for the year. Manufactur-mediate future seeks conditions in reserve
ing output recorded sizable gains in Octobemarkets consistent with maintaining the fed-
and November. Total retail sales rose appreeral funds rate at an average of around
ciably over the two months. Housing activity 5%> percent. In view of the evidence cur-
has softened somewhat over recent monthently available, the Committee believes that
but has remained at a high level. Trends iprospective developments are equally likely
orders suggest that business spending ao warrant an increase or a decrease in the
capital equipment has increased further. Théederal funds rate operating objective during
U.S. nominal trade deficit in goods and serthe intermeeting period.
vices rose in October from its average in the
third quarter. Aggregate price increases have
been smaller in the past two months, reflect- Votes for this action: Messrs. Greenspan,
ing a flattening in energy prices; labor com- McDonough, Boehne, Ferguson, Gram-
pensation rates have been rising more slowly lich, Kelley, McTeer, Meyer, Moskow, and
than last year. Stern. Votes against this action: None.
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Disclosure Policy decisions, the members agreed that an
. xplanatory press release should be
The members of the Committee agreejisued before the February meeting.

at this meeting to adopt a number o :
X The Committee also accepted a pro-
proposals offered by the Working Grouloposal to codify current practice regard-

on the Directive and Disclosure Policy: ; : : .
X , -7ing policy moves in the intermeeting
chaired by Mr. Ferguson, effective with eriod by amending the Authorization

the first meeting in 2000. One proposay, . n,mestic Open Market Operations
was to Issue a press statement afte[-ﬁ February. The amendment was made

every meeting even when the Commit- :
tee decided to maintain its existing pol_necessary by the change in the language

icy stance and did not change its view on the directive. Intermeeting moves,
y ; g¢ authorized by the Chairman, would
future developments in a major way.

Another proposal was to change th remain possible but, as in recent years,

way the Committee characterizes it ould be made only in exceptional cir-
/ay Tumstances. One member expressed res-
view of future developments. A few

members wanted to retain the curren rvations about the proposed amend-
. ent, questioning its need in light of the
focus on the possible future stance o

nstruments already in place to deal with

policy because they thought that thqi uidity emergencies and its appropri-
Committee would more readily be able (tqenesys becguse it could pcl)atgntlizlly

to reach agreement on the likelihood o llow policy moves to be made, how-
future actions than on the potential rea ver rarely, without necessarily d,rawing
sons such actions might be conaderer@n the benefits of full Committee partici-
The consensus opinion, however, was t ation. The other members. however
replace the Committee’s judgment abouE ' ' f

the likelihood of an increase or decreas:a,med that the practices in place had
in the intended federal funds rate with orked well over the years, proving

description of the Committee’s perce &hemselves a useful adjunct to the regu-
P P Plar Committee decision-making process;

tion of the risks in the foreseeable futurethat the new language would maintain

to the aftainment of its long-run goals O.fthose practices, clarifying that latitude

price stability and sustainable economig "~ holicy was to be exercised
growth. Although the Committee would against ?he %ackyground of the Commit-

vote on thls'assefssment of the rISk?ee’s previous discussions and only in
together with its policy stance, the Com'unusual circumstances; and that, if nec-

mittee would no longer include its view essary, adjustments to the Authorization

of future developments in the domestlcCould be made in the future.

policy directive to the Federal Reserve It was agreed that the next meeting
Bank of New York, because the new,¢ yno"committee would be held on

wording did not refer tq an Oper.at'onalTuesday—Wednesday, February 1-2,
matter. The Committee’s new directive 000

would contain only a general statemen j
of its policy objectives, its specific oper-

ating instructions for the intermeeting

period, and in February and July a para-
graph on the yearly money and debt
ranges. To inform the public about these

The meeting adjourned at 1:30 p.m.

Donald L. Kohn
Secretary



283

Litigation

During 1999, the Board of Governors1998), was a petition for review of a
was a party in ten lawsuits or appeal8oard order dated August 17, 1998, ap-
filed that year and was a party in four-proving the application by NationsBank
teen other cases pending from previou€orporation, Charlotte, North Carolina,
years, for a total of twenty-four cases; into merge with BankAmerica Corpora-
1998, the Board had been a party in @éion, San Francisco, California (§4ed-
total of thirty-three cases. One of theeral Reserve BulletirB58). The court
lawsuits or appeals filed in 1999 raiseddismissed the petition on January 19,
questions under the Bank Holding Com-1999.

pany Act. As of December 31, 1999,

twelve cases were pending.

Litigation under the Financial
Institutions Supervisory Act

: In Board of Governors v. Carras¢o
gr(‘)‘?ﬁgg‘]‘; Egt”k Holding No. 98-3474 (S.D. New York, filed
May 15, 1998), the Board sought to
Irontown Housing Corp. v. Board of freeze the assets of an individual pend-
Governors No. 99-9549 (10th Circuit, ing the administrative adjudication of
filed December 27, 1999), is a petitionan action by the Board requiring restitu-
for review of a Board order datedtion by the individual. On May 26, 1998,
December 13, 1999, approving thehe district court granted the Board's
merger of First Security Corporation andrequest for a preliminary injunction.
Zions Bancorporation, both of Salt LakeFollowing entry of the Board’'s order
City, Utah (86Federal Reserve Bulletin requiring restitution, 8%-ederal Reserve
122). Bulletin 142 (1998), the court granted
In Independent Community Bankerghe Board’s motion for judgment in the
of America v. Board of Governgrs asset freeze action and authorized a judi-
No. 98-1482 (D.C. Circuit, filed Octo- cial sale of the seized property.
ber 21, 1998), petitioners sought review In Board of Governors v. Pharagn
of a Board order dated September 23os. 98-6101 and 98-6121 (2nd Cir-
1998, conditionally approving the appli-cuit, filed May 4 and May 22, 1998),
cation of Travelers Group, Inc., Newboth parties appealed an order of the
York, New York, to become a bankU.S. District Court for the Southern
holding company by acquiring Citicorp, District of New York (No. 91-6250,
New York, New York, and its bank March 18, 1998) granting in part and
and nonbank subsidiaries (88ederal denying in part the Board’s motion for
Reserve Bulleti®85). On November 2, partial summary judgment in an action
1999, the court affirmed the Board'sto freeze the assets of an individual
order (195 F.3d 28). pending adjudication of a civil money
Attorneys Against American Apart-penalty assessment by the Board. On
heid v. Board of GovernorsNo. 98— February 24, 1999, the court of appeals
1483 (D.C. Circuit, filed October 21, affirmed the district court’s grant of a

Judicial Review of Board Orders
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10 percent surcharge on an unpaid Kerr v. Department of the Treasury
civil money penalty and reversed theNo. 99-16263 (9th Circuit, filed
district court to the extent it denied theApril 28, 1999), is an appeal of the
Board prejudgment interest on thatdistrict court’s dismissal of an action
penalty. 169 F.3d 110. The case ishallenging income taxation and Fed-
pending before the district court. eral Reserve notes.

In Banking Consultants of America v. Sedgwick v. Board of Governgrs
Board of GovernorsNo. 98-5354 (6th No. Civ 99 0701 (D. Arizona, filed
Circuit, filed March 10, 1998), plain- April 14, 1999), is an action under the
tiffs appealed an order of the U.S. Dis+Federal Tort Claims Act alleging viola-
trict Court for the Western District of tion of bank supervision requirements.
Tennessee (No. 97-2791, January 23, Gadson v. Federal Reserve Bank
1998) dismissing their action to enjoinNo. 99-0866 (N.D. Georgia, filed
an investigation by the Board, the OfficeApril 2, 1999), was dismissed as frivo-
of the Comptroller of the Currency, andlous on May 14, 1999. On Decem-
the Department of Labor. The appeaber 21, 1999, the Eleventh Circuit Court
was voluntarily dismissed on Novem-of Appeals affirmed the dismissal
ber 10, 1999. (No. 99-11608).

Towe v. Board of Governor&o. 97— Folstad v. Board of Governors
71143 (9th Circuit, filed September 15No. 1:99 CV 124 (W.D. Michigan,
1997), was a petition for review of afiled February 17, 1999), was an action
Board order dated August 18, 1997 (83inder the Freedom of Information Act.
Federal Reserve Bulleti®49), prohibit- On November 16, 1999, the district
ing Edward Towe and Thomas E. Towecourt granted the Board’s motion for
from further participation in the banking summary judgment and dismissed the
industry. On February 23, 1999, theaction. 1999 U.S. Dist. LEXIS 17852.
court affirmed the Board’s order. 1999 Hummingbird v. Greenspan et al.
U.S. App. LEXIS 3078. No. 99-D-319 (D. Colorado, filed Feb-
ruary 13, 1999), was a suit involving a
: federal tax lien. The case was dismissed
Other Actions on March 1, 1999.

Wasserman v. Board of Governors Nelson V. Greenspan No.
No. 99-6290 (2nd Circuit, filed Octo- 1:99CV00215 (EGS) (D. District of
ber 27, 1999), is an appeal by plaintiffColumbia, filed January 28, 1999), is an
of the denial of various post-dismissalemployment discrimination complaint.
motions following the voluntary dis- In Fraternal Order of Police v. Board
missal of the plaintiff's action in the of Governors No. 98-3116 (D. Dis-
United States District Court for thetrict of Columbia, filed December 22,
Southern District of New York (No. 98— 1998), plaintiff seeks a declaratory judg-
CIV-6017). ment regarding the Board's labor rela-

Artis v. GreensparNo. 1:99CV02073 tions policy.

(EGS) (D. District of Columbia, filed Hunter v. Board of Governors
August 3, 1999), is an employment disNo. 1:98CV02994 (TFH) (D. District of
crimination action. Columbia, filed December 9, 1998), is

Sheriff Gerry Ali v. U.S. State Depart-an action under the Freedom of Informa-
ment No. 99-7438 (C.D. California, tion Act, the Privacy Act, and the First
filed July 21, 1999), is an action relatingAmendment.
to impounded bank drafts. In Inner City Press/Community on
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the Move v. Board of Governgrs an appeal of a district court order grant-
No. 98-4608 (2nd Circuit, filed Decem-ing the Board’s motion for summary
ber 3, 1998), plaintiff appealed an ordejudgment on plaintiffs Freedom of
of the U.S. District Court for the South- Information Act complaint. The court of
ern District of New York (No. 98-4608, appeals affirmed the district court’s
September 30, 1998) granting theorder on March 2, 1999.
Board’s motion for summary judgment Fenili v. Davidson No. C-98-
on plaintiff's Freedom of Information 01568CW (N.D. California, filed
Act complaint. On June 23, 1999, theApril 17, 1998), was a case claiming tort
court of appeals affirmed the districtand constitutional violations arising out
court’'s dismissal. 1999 U.S. App.of the return of a check. The case was
LEXIS 3078. dismissed on September 29, 1999.
Goldman v. Department of the Trea- Logan v. GreenspanNo. 98-0049
sury, No. 98-9451 (11th Circuit, filed (D. District of Columbia, filed Jan-
November 10, 1998), was an appeabary 9, 1998), was an employment dis-
from an order of the U.S. District Court crimination action. On September 29,
for the Northern District of Georgia 1999, the case was dismissed without
(No. 1-97-CV-3798, November 2,prejudice.
1998) dismissing an action challenging Bettersworth v. Board of Governgrs
Federal Reserve notes as lawful monepo. 97-CA-624 (W.D. Texas, filed
The district court’'s judgment was August 21, 1997), is a complaint under
affirmed on August 9, 1999. the Privacy Act. =
Clarkson v. GreensparNo. 98-5349
(D.C. Circuit, filed July 29, 1998), was
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